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The  Indonesian  Quarterly  is  a  journal  of  policy  oriented  studies  pub- 
lished by  the  Centre  for  Strategic  and  International  Studies  (CSIS),  Ja- 
lan  tanah  Abang  III/23-27,  Jakarta  10160.  It  is  a  medium  for  research 
findings,  evaluations  and  views  of  scholars,  statesmen  and  thinkers  on 
the  Indonesian  situation  and  its.  problems.  It  is  also  a  medium  for  In- 
donesian views  on  regional  and  global  problems.  The  opinions  ex- 
pressed in  The  Indonesian  Quarterly  are  those  of  their  authors  and 
do  not  necessarily  reflect  the  opinion  of  the  CSIS. 

To  better  represent  the  underlying  ideas  that  gave 
birth  to  the  CSIS  in  1971  the  Centre  uses  as  of  1989 
the  logo  that  figures  on  the  front  cover  of  this  jour- 
nal. The  original,  in  brorize,  designed  by  G.  Sidharta, 
it  consists  of  a  disc  with  an  engraving  that  depicts 
the  globe  which  served  as  a  background  to  a  naked 
man  with  an  open  book  laid  on  a  cloth  over  his  lap,  his  left  hand 
pointing  into  the  book,  his  right  hand  raised  upwards.  Altogether  it 
simbolises  the  Centre's  nature  as  an  institution  where  people  think, 
learn  and  communicate  their  knowledge  to  whoever  are  interested, 
to  share  it  with  them,  mai\kind  the  world  over  being  their  concern  and 
the  globe  their  horizon.  The  nakedness  symbolises  the  open-minded- 
ness,  the  absence  of  prejudice,  in  the  attitude  of  the  scholars  who 
work  with  the  Centre,  just  as  it  is  with  scholars  everywhere.  The 
inscription  reads  "Nalar  Ajar  Terusan  Budi",  which  in  the  Javanese 
language  essentially  means  that  to  think  and  to  share  knowledge  are 
only  the  natural  consequence  of  an  enlightened  mind.  It  is  a  surya 
sengkala,  that  is  chandra  sengkala,  a  Javanese  traditional  way  to  sym- 
bolise a  commemorable  year  in  the  lunar  calendar,  adapted  to  the 
solar  calendar  system.  It  consists  in  using  words  that  express  the  per- 
ceived meaning  of  the  commemorated  year  while  marking  the  year  at 
the  same  time,  each  word  having  a  numerical  value.  Thus,  the  inscrip- 
tion, in  reverse  order,  represents  the  year  the  CSIS  was  established:  1971. 
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ABSTRACTS 


ECONOMIC  CHALLENGES 

MACROECONOMIC  OVERVIEW:  MAINTAINING  GROWTH,  ACCELERATING 
STABILITY 

By  Arya  B.  Gaduh 

Despite  modest  growth,  the  government's  economic-crisis  managers  made  progress 
in  at  least  one  aspect  of  economic  management:  macroeconomic  stability.  Macro- 
economic  stability  is  important  for  growth.  Just  like  one's  health,  stability  is  not  every- 
thing, but  without  it,  other  policies  will  not  amount  to  much.  Macroeconomic 
stability  is  an  important  achievement,  and  a  prerequisite  for  growth.  However,  it  is 
not  enough.  -The  next  government  therefore  needs  to  exert  greater  effort  and 
leadership  in  pursuing  the  priority  areas  of  reviving  the  real  sector  and  ensuring 
a  sound  financial  sector. 

DE-INDUSTRIALIZATION 
By  Haiyo  Aswicahyono 

The  literature  on  de-industrialization  suggests  among  other  things  that  de-industrial- 
ization is  not  necessarily  a  symptom  of  the  failure  of  a  country's  manufacturing  sector. 
On  the  contrary,  de-industrialization  is  simply  the  natural  outcome  of  successful 
economic  development  and  is  usually  associated  with  rising  living  standards.  How- 
ever this  explanation  shed  little  light  on  the  phenomenon  that  occurred  in  Indonesia 
recently.  De-industrialization  in  Indonesia  is  the  result  of  shocks  to  the  system  such 
as  a  sudden  dropped  in  investment,  or  declining-productivity  in  the  manufactiu-ing 
sector. 

INVESTMENT 

By  Imelda  Maidir  and  Raymond  Atje 

Indonesia  has  shown  poor  economic  performance  due  to  the  lack  of  new  invest- 
ment, private  investment  in  particular.  The  government  was  also  widely  criticized 
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for  its  lackluster  response  to  widespread  calls  to  cut  red  tape  and  make  the  country 
more  attractive  to  investors.  The  "wait  and  see"  approach  taken  by  investors  in  this 
election  year  is  likely  to  continue  until  the  new  government  is  securely  in  place. 
The  next  government  must  take  measures  not  only  to  ensure  that  investment  in 
general  provides  full  economic  benefits,  but  also  to  promote  policies  that  help  im- 
prove technologiccil  capabilities  and  local  skills. 

FINANCIAL  REFORM 

By  Raymond  Atje,  Puspa  Delima  Amri  and  Nancy  K.  Suhut 

Six  years  after  the  1998  crisis,  the  Indonesian  financial  sector,  the  banking  sector  in 
particular,  remains  precarious.  The  Indonesian  Bank  Restructiu:ing  Agency  (IBRA) 
has  been  officially  closed  down,  but  a  number  of  unfinished  tasks  remain,  such  as 
the  incomplete  process  of  assets  disposal  and  bank  divestment,  and  a  banking 
sector  that  remains  unhealthy.  Four  private  domestic  banks  were  closed  down  this 
year  for  failing  to  meet  capital  requirements.  Two  of  the  big  state  banks,  BNI  and  BRI 
were  rocked  by  scandals,  and  banks  are  still  not  extending  loans  to  the  business 
sector,  hampering  the  intermediary  fimction  of  the  banking  system.  This  article  argues 
that  imfrnished  financial  reform  agenda  must  be  continued  and  address  the  major  is- 
sues such  as  consolidating  the  banking  sector,  phasing  out  the  government's  blanket 
guarantee  on  deposits  and  strengthening  the  institutional  capacities  of  an  independ- 
ent supervisory  agency  for  the  financial  sector,  which  includes  the  banking  sector, 
the  capital  market  and  other  financial  insitutions. 

POVERTY  ALLEVIATION  AND  SOCIAL  INSURANCE  POLICY:  PAST  LESSONS 
AND  FUTURE  CHALLENGES 

By  Ari  A.  Perdana 

Poverty  alleviation  is  still  one  of  the  biggest  challenges  face  by  the  govenm\ent  of  In- 
donesia. The  government  needs  to  initiate  a  short,  medium  and  long  term  strategy 
of  poverty  alleviation.  Such  strategy  should  aimed  at  reducing  the  number  of  poor 
as  well  as  reducing  the  risk  of  being  poor,  or  the  vulnerability  to  poverty.  This  ne- 
cessitates the  establishment  of  a  social  insurance  system.  Such  system  must  have 
three  components:  formal  social  safety  net;  unemployment  and  pension  benefit  and 
policies  to  promote  human  capital. 

DECENTRALIZATION 

By  Yose  Rizal  Damuri  and  Puspa  Delima  Amri 

Decentralization  undoubtedly  remains  central  to  the  reform  agenda.  It  will  de- 
termine the  sustainability  of  more  than  400  district  governments,  spread  over 
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such  a  diverse  geographical,  social,  cultural  and  political  landscape.  Successful 
decentralization  has  to  be  supported  by  robust  institutions  at  the  local  level.  A  set 
of  clear  and  consistent  policies  from  the  central  government  with  regards  to  the 
division  of  authorities  is  the  first  step.  The  challenge  for  the  new  goveriunent  is  to 
realize  the  promise  of  decentralization  in  maintaining  national  integrity,  im- 
proving service  delivery  and  promoting  a  more  accountable  local  government. 

DOMESTIC  POLITICAL  CHALLENGES 

POLITICAL  PARTIES  AND  DEMOCRACY 
By  J.  Kristiadi 

Post-authoritarian  politics  in  Indonesia  witnessed  the  birth  of  many  new  political 
parties.  The  reality  however  showed  that  newly  political  elites  failed  to  build  them 
into  modem,  effective  political  iiistruments  to  charmel  public  aspirations  and  attract 
popular  support.  The  establishment  of  political  parties  is  merely  to  serve  the  iit- 
terests  or  egos  of  those  elites.  Most  parties  do  not  develop  democratic  traditions 
and  the  lack  of  such  traditions  caused  many  internal  frictions  in  political  parties 
as  well  as  decreased  their  credibility.  As  a  result  they  performed  poorly  and  ex- 
perienced discontinuity  in  the  reform  era. 

LOCAL  LEVEL  POLITICS 
By  Indra  J.  Pilliang 

Local  level  politics  plays  important  role  in  the  development  of  national  politics  as 
whole.  The  current  government  however  has  not  given  adequate  attention  to  the 
issues  of  regional  autonomy.  Eventually,  the  lack  of  attention  over  regional  autonomy 
issues  will  impact  on  the  performance  of  the  128  members  of  the  newly  formed 
DPD  in  the  People's  Consultative  Assembly  (MPR).  The  task  of  the  next  goveriunent 
is  how  to  formulate  most  optimal  central-regional  relationship  patterns.  Part  of  such 
task  is  for  the  future  president  and  vice  president  to  cooperate  more  with  DPD 
members  rather  than  political  parties. 

CIVIL  SOCIETY 
By  Ignasius  Ismanto 

Democracy  requires  a  strong  state  and  a  strong  civil  society.  They  are  complementary 
to  each  other  in  stabilizing  democracy.  However,  Indonesia  has  yet  to  develop 
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an  enabling  environment  to  empower  civil  society.  Civil  society  in  Indonesia  is 
also  weak.  Restructuring  the  electoral  system  and  guaranteeing  the  system  of  ac- 
countability are  imperative  if  one  is  to  empower  civil  society  as  a  strong  pillar  of 
a  democratic  political. 

HUMAN  RIGHTS 

By  Shafiah  Fifi  Muhibat  and  Lina  A.  Alexandra 

Human  rights  have  been  a  significant  issue  in  Indonesia.  As  human  rights  issues  are 
intrinsic  in  a  state's  domestic  and  international  affairs,  they  should  be  taken  into  ac- 
count in  all  decision  making  processes.  As  for  Indonesia,  excuses  have  been  made 
for  the  imresolved  human  rights  issues  in  this  country,  arguing  that  it  is  all  due 
to  the  transition  Indonesia  is  going  through.  On  human  rights  issue,  the  incoming 
government  will  have  to  face  many  challenges,  both  domestic  and  international.  If  a 
state  caimot  provide  human  rights  protection  for  its  citizens,  it  has  nothing  to  offer 
to  thern. 

THE  STATE'S  ROLE  IN  SOCIAL  DEVELOPMENT 
By  Medelina  K.  Hendytio 

The  state  is  mandated  by  the  Constitution  to  provide  for  the  welfare  and  well  being 
of  Indonesian  people.  With  regard  to  policy  development,  the  government  needs  to 
improve  the  scope  and  distribution  of  more  equitable  social  services.  The  responsibility 
of  social  welfare  must  not  only  rest  on  the  government's  shoulder.  The  govern- 
ment should  also  promote  and  stabilize  active  participation  of  people  in  social 
service.  Empowerment  is  very  much  needed  for  the  purpose  of  capacity  building 
of  non-state  actors  in  social  welfare  development 

SECURITY  AND  EXTERNAL  CHALLENGES 


INTERNAL  AND  EXTERNAL  CHALLENGES 
By  Edy  Prase  ty one 

Indonesia's  security  concerns  over  external  pressures  and  internal  instability 
have  been  mounting.  Interdependence,  openness,  and  interconnectedness  have 
changed  the  nature  of  security  challenges.  The  sources  of  Indonesia's  security 
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challenges  are  internal  as  well  external.  Tackling  those  security  ,  challenges  requires 
fundamental  political  transformation  from  state-centric  domain  to  one  articulating 
and  conveying  people's  and  societies'  interests.  This  means  a  trkrtsformation  to- 
wards a  more  democratic  polity  and.  power-sharing,  interactions  between  central 
andj  local.goyemments  and  the  communities. 

STATE  BUILDING 

By  kusnanto  Anggoro  ....... 

The  problem  Indonesia  now  faces  is  common  to  developing  societies  with  a 
weak  national  identity  or  sense  of  nationhood.  As  an  important  factor  of  nation 
building,  common  history  is  not  well  shared  in,  Iridonesia..  State  building  and 
nation  building  remain  the  greatest  challenges.  The  time  is  ripe  for  Indonesians  to 
develop  a  new,  value-based  approach  to  natiorvhood  and  politics  in  which  citizens  and" 
politiciaiis  can  articulate  issues  in  the  public  arena  without  being  sectarian. 

THREAT  OF  DISINTEGRATION 
By  Philips  Jusario  Vermonte 

Conflicts  occur  more  frequently  in  Indonesia  and  even  in  more  violent  ways  in 
the  last  three  or  four  years.  Indonesia  is  confronted  with  major  conflicts.  Many  of 
these  conflicts  lead  to  an  assumption  that  Indonesia  is  facing  a  serious  threat  of 
disintegration.  There  are  cases  where  states  in  transition  failed  to  sustain  de  jure 
status  over  the  full  territory  to  which  they  claim  sovereignty.  This  confirms  the  ob- 
servation that  democratization  creates  a  syndrome  of  weak  central  authority. 

TRANSNATIONAL  SECURITY  THREATS 
By  Landry  Haryo  Subianto 

The  biggest  threat  to  the  security  of  Indponesia  is  not  so  much  inter-state  or  intra- 
states corvflicts.  Crimes  in  all  its  aspects,  which  is  rapidly  becoming  transnational  and 
very  well  organized,  posed  a  more  serious  and  immediate  danger  to  the  safety  of 
people.  Indonesia's  s  extensive  geography  and  porous  borders,  which  are  poorly 
monitored  or  guarded  by  under-equipped  authorities,  has  made  the  country  an 
easy  target  for  criminals  or  transnational  crimes  organizations.  Effective  policy 
and  strategy  are  imperative  if  Indonesia  is  to  be  seen  successful  in  overcoming 
those  transnational  threats. 
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INDONESIA  AND  THE  NEW  REGIONALISM 


By  C.P.F.  Luhulima 

Contemporary  regionalism  takes  place  in  "a  new  context  and  with  a  new  content" 
The  so  called  new  regionadism  is  a  product  of  current  world  transformation  brought 
about  by  globalization  and  the  irreversible  development  and  distribution  of  infor- 
mation and  communication  technologies.  It  focuses  more  on  processes,  such  as 
visioning,  strategic  planing,  rather  than  on  structures.  This  fits  the  current  picture  of 
ASEAN.  As  a  member  of  ASEAN,  Indonesia  should  take  part  in  nurturing  ASEAN 
new  regionalism. 

FOREIGN  POLICY  CHALLENGES 
By  Bantarto  Bandore 

Peace,  stability  and  prosperity  at  home  depend  largely  on  developments  outside  the 
country.  Indonesia  therefore  must  try  to  irifluence  those  developments  by  mobiliz- 
ing whatever  resources  are  available.  National  policies  can  no  longer  be  effective 
if  they  do  not  relate  to  an  international  framework.  Thus,  the  next  President  must 
understand  the  importance  of  international  linkages  in  the  solution  of  our  domestic 
problems. 


EDITOR'S  NOTES 


Challenges  to  the  New  Governmerit 


The  last  decade  has  seen  tremendous  pressure  for  greater  democratization  and 
political  transformation  in  Indonesia.  Such  pressure  will  be  sustained  as  the  coun-* 
try  moves  to  the  final  phase  in  its  general  election.  This  will  be  the  process 
that  will  determine  the  coimtry's  destiny  at  the  global  as  well  as  at  regional  and 
national  level.  The  international  community  will  witness  how  the  fate  and  the 
future  of  the  Indonesian  nation,  economically  and  politically,  is  to  be  managed 
by  the  next  government.  The  elections  marked  the  first  time  that  Indonesia's 
210  million  people  voted  directly  for  their  president,  and  were  seen  as  a  key  step 
in  the  country's  transition  to  democracy  six  years  after  the  fall  of  ex-dictator 
Soeharto. 

Once  the  elections  are  over,  generally  people  then  demand  greater  peace, 
security  and  stability.  There  is  indeed  an  urgent  need  for  a  more  viable  and  stable 
Indonesia.  They  also  demand  sustained  economic  growth,  more  prosperity  and 
justice.  But  beyond  these,  they  will  also  want  a  legitimate  government  which  is 
clean  and  transparent.  However,  the  process  toward  a  more  democratic  Indonesia 
alone  is  certainly  not  enough.  Indonesia  must  go  beyond  democracy  to  address 
something  more  encompassing  and  more  fruitful  and  promising.  For  Indonesia, 
the  global,  regional  as  well  as  national  setting  have  posed  ongoing  challenges 
during  ther  transitional  period.  This  can  be  seen  in  several  cases  where  transna- 
tional as  well  as  national  contexts  undermined  national  policy  goals. 

This  edition  of  the  Indonesian  Quarterly,  preceded  by  introductory  remarks 
from  Hadi  Soesastro,  Executive  Director  of  the  Centre  for  Strategic  and  Inter- 
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national  Studies  (CSIS),  offers  critical  analysis  of  challenges  faced  by  Indonesia's 
next  government.  All  papers  were  written  after  the  legislative  election  on  April  5 
but  before  the  direct  presidential  election  on  July  5.  The  papers,  albeit  short  and 
written  by  CSIS  scholars,  discuss  a  wide  range  of  topics  and  are  fall  under  three 
sub-headings:  Economic  Challenges;  Domestic  Political  Challenges;  and  Security 
and  Exterrul  Challenges. 

We  hope  that  this  edition  of  the  Indonesian  Quarterly  will  give  a  valuable  con- 
tribution to  the  ongoing  public  debate  on  the  future  direction  of  this  country  as 
well  as  the  challenges  of  the  next  government.  Let's  hope  whoever  leads  In- 
donesia will  be  honest  and  act  intelligently  for  the  good  of  the  country. 


Bantarto  Bandoro 


INTRODUCTION 


Challenges  of  the  New  Government 

Hadi  So es astro  .  , 


RANGES  of  governments 
have  become  a  feature  of  po- 
litical life  in  Indonesia.  In  the 
first  half  century  or  so,  from  1945  to 
1998,  Indonesia^ only  had  two  Pres- 
idents. Since  1998  it  has  experienced 
several  changes  of  national .  leadership: 
three  Presidents  in  a  period  of  six 
years.  This  is  indeed  a  remarkable 
change.  .      .  ;  ;.„.... 

On  April  5,  2004  about  113  million 
•went  to  the  polls  to  cast  their  votes 
to  elect  their  representatives  at  the 
national,  provincial,  and  local  (district 
municipality)  levels  as  well  as  mem- 
bers of  the  Council  of  Regional  Re- 
presentatives (DPD)  to  represent  the  32 
provinces.  They  no  longer  had  to  be 
mobilized  to  go  to  the  500,000  polling 
stations  located  across  the  country. 
They  now  know  that  their  votes  can 
say  something. 

On  July  5,  2004  they  will  go  back  to 
the  polling  stations  to  directly  elect  a 


President  and  a  Vice  President  that  will- 
nin  the  country  for  the  'ne)S:t  five  years. 
This  may  only  be' the  first  round  of 
the  presidential  election' since  no  caiid- 
idate  is  expected  t6  get  51%  or  more  of 
the  popular  votes  and  winning  in  at 
least  20  provinces.  The  voters  will  have, 
to  return  on  Septena,ber,  20,  ,2004  to  cast 
the  decisive  vote.  •  .  .  ,  . 

Indonesia  has  introduced  a  complex 
electoral  system.  It  is  complex  and  dif^ 
ficult  to  manage.  It  is  also  complicated 
and  difficult  for  the  voters.  It  is  costly, 
btifit  is  democrktic.  After  two  or  three 
more  general  electibris  every  five  years' 
this  system  will  have  established  itself. 
And  the  people  will  become  used  to 
it.  Perhaps,  changes  in  government 
will  also  become  a  routine ,  affair.. 
Better  rules  will  guide  and  control  po-, 
litic^l  competition,  and  hopefully  the 
system  :will  become  immune  to  money 
politics. 
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But  what  about  the  basis  on  which 
voters  will  make  their  decision?  What 
makes  a  political  party  attractive?  How 
can  candidates  for  the  assemblies  lure 
voters?  What  increases  the  chance  for 
a  Presidential  candidate  to  be  elected? 
Will  these  all  be  influenced  to  some 
large  extent  by  symbols,  images,  po- 
litical machinery,  or  by  clear  policy 
platforms? 

The  2004  election  was  definitely  not 
about  competition  of  ideas,  policies 
and  programs.  It  was  more  about  sym- 
bols, images,  and  political  machinery, 
including  money  politics.  This  suggests 
the  importance  of  political  education  in 
the  consolidation  of  democracy.  A 
three-week  campaign  period  is  far 
from  sufficient.  Political  education  is 
a  continuing  process.  There  needs  to 
be  more  intensive  exchanges  and  de- 
bates between  the  pebple  and  their  re- 
presentatives as  well  as  governments 
at  the  various  levels  on  problems  that 
affect  their  livelihood,  the  community, 
the  nation,  and  the  country. 

Indonesia  is  faced  with  multiple 
challenges.  The  government  and  the 
people  must  face  these  challenges.  To 
be  able  to  respond  to  them  effectively 
there  must  be  meaningful  interact- 
ions between  the  goverrunent  and  the 
people.  A  democratic  system  promotes 
such  interactions.  But  they  should  not 
happen  only  every  five  years  when 
the  people  go  to  the  polling  stations.  In 
Indonesia  this  is  yet  to  be  material- 
ized. 


CSIS  researchers  are  keen  in  con- 
tributing to  a  process  that  can  help  in- 
tensify interactions,  exchanges  and 
debates  on  substantive  issues  affecting 
the  people,  the  nation,  and  the  coun- 
try. They  have  selected  20  issues  that 
they  regard  as  the  main  challenges  of 
the  new  goverrunent.  These  challenges 
are  grouped  into  economic  challenges, 
domestic  political  challenges,  and  se- 
curity and  external  challenges. 

The  messages  coming  from  their 
observatior\s  are  loud  and  clear.  These 
include  Mari  Pangestu's  point  that 
global  and  regional  economic  developr 
ments  provide  many  opportunities  fot 
Indonesia  to  tap  on,  but  Indonesia 
cannot  make  good  use  of  it  so  long 
as  it  is  unable  to  remove  a  self-in- 
flicted condition  of  supply  constraints. 
Or,  as  Shafiah  Fifi  Muhibat  and  Lina 
A.  Alexandra  strongly  argued  that  too 
many  excuses  have  been  made  for  the 
imresolved  human  rights  issues  in  this 
country.  Medelina  K.  Hendityo  made 
it  clear  that  the  respor\sibility  of  social 
welfare  must  not  rest  on  the  govern- 
ment's shoulder  alone.  Many  other 
problems  demand  for  more  serious  ef- 
forts, especially  by  the  government. 
As  Imelda  Maidir  and  Raymond  Atje 
stated,  as  far  as  investment  is  con- 
cerned, we  are  still  in  the  doldrums. 

The  agenda  for  the  new  govern- 
ment is  huge.  The  many  challenges 
and  issues  identified  require  urgent 
attention.  But  priorities  have  to  be 
made.  This  is  where  leadership  comes 
in. 


INTRODUCTION  (Soesastro) 
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If  the  set  of  priorities  has  to  be 
limited  to  five  items,  perhaps  it  will 
not  be  too  difficult  to  reach  to  a  broad 
consensus  that  the  new  government 
should  focus  its  attention  on  the  fol- 
lowing: 

•  Gleaning  up  the  system  from  cor- 
ruption through  a  national  move- 
ment led  by  the  national  leadership 
and  by  example, 

•  Firmly  establishing  the  rule  of  law. 


•  Investing  massiyiely  in  human  re- 
sources development  for  the  future. 

•  Adopting  rational  economic  policies 
to  aim  at  higher  growth  that  creates 
better  jobs  for  the  people  at  large. 

•  Consolidating  the  democratization 
process. 

This  is  a  tall  order,  but  it  is  the  min- 
imum that  will  have  to  be  attempted 
by  the  new  government. 


i 


CURRENT  EVENTS 


The  2004  General  Elections 

TA.  Legowo 

.  .  ■    f.        .       ■       -  :  -         •  .      -  1 


THE  2004  elections  were  con- 
ducted under  a  new  election 
system.  A  (semi)  direct  voting 
mechanism  to  elect  public  officials  for 
the  membership  of  legislature  bodies 
and  for  the  presidential  and  vice  pres- 
idential posts  of  the  executive  branch 
of  government  is  applied  to  replace 
the  old  indirect  voting  system.  The 
new  Election  Commission  (Komisi  Pe- 
milihan  Umum/KFIJ)  has  non-partisan 
members.  So  is  the  membership  of  the 
Commission  of  Electoral  Oversight  (Pa- 
nitia  Pengawas  Pemi/w/PANWASLU). 
The  question  is  whether  this  new 
election  system  could  bring  about  a 
consolidation  of  democracy. 

In  the  2004  elections,  for  the  first 
time  voters  are  faced  with  an  Open 
List  Proportional  Representation  sys- 
tem for  the  legislature;  a  Single  Non 
Transferable  Vote  system  for  the  new 
Council  of  Regional  Representatives  {De- 
wan  Perwakilan  Daerah /DPD);  and  a 


Two  Round  Majoritarian  system  for 
the  Presidency.  This  clearly  widened 
the  scope  of  people's  political  participa- 
tion. In  the  past,  people's  political  par- 
ticipation was  manifested  only  in  the 
election  for  members  of  the  national 
and  regional  legislatures. 

The  result  of  the  elections,  an- 
nounced on  5  May  2004,  is  summarized 
in  Table  1.  There  are  a  few  surprises, 
but  an  interesting  feature  is  the 
change  in  the  power  configuration 
among  major  political  parties.  The 
Golkar  Party  and  Abdurrahman  Wa- 
hid's PKB  enjoy  rather  stable  popular 
votes,  while  Megawati's  PDI-P,  Ham- 
zah  Haz'  PPP  and  Amien  Rais'  PAN 
suffered  significant  losses.  PDI-P  loss 
was  the  greatest.  But  the  19%  of  the 
votes  it  got  came  from  PDI-P  loyal 
voters,  its  hard  core.  Table  2  shows 
these  changes. 

Most  remarkable  was  the  perform- 
ance of  Susilo  Bambang  Yudhoyono's 


THE  2004  GENERAL  ELECTIONS  (Legowo) 


233 


Table  1 


RESULT  OF  THE  LEGISLATIVE  ELECTION  (NATIONAL) 


No.  Political  Party 

Votes 

.  Seats 

% 

1. 

PNI  Marhaenisme 

923,159  ; 

0.81 

0.18 

2. 

Partai  Buruh  Sosial  Demokrat  (PBSD) 

636,397 

0.56 

0 

0 

3. 

Partai  Bulan  Bintang  (PBB) 

2,970,487 

2.62 

i  1 
11 

2 

4. 

Partai  Merdeka 

842341 

0.74 

0 

0 

5. 

Partai  Persatuan  Pembanguhan  (PPP) 

9,248,764 

8.15 

58 

10.55 

6. 

Partai  Persatuan  Demokrasi  Kebangsaan  (PPDK) 

1,313,654 

1.16 

5 

0.91 

7. 

Partai  Perhimpunan  Indonesia  Baru  (PPIB) 

u 

.  u 

8. 

Partai  Nasional  Banteng  Kemerdekaan  (FNBK) 

1  oVi  ASS 

1.08 

1 

0.18 

9. 

Partai  Demokrat  (FD) 

8,455,225 

h  AC 

.  7.43 

5/ 

IU.^0 

10. 

Partai  Kebcingsaan  Persatuan  Indonesia  (PKPI) 

l,424,z4U 

i.ZO 

1 

n  1ft 

11. '. 

r^anai  r enegaK  x-zemoKrasi  uiuonesia    i  ui y ■. 

855.811 

0.75 

1 

0.18 

12 

Partai  Persatuan  Nahdlatul  Ummah  TPPNU^ 

895,610. 

0.79 

.0 

.0 

i  1 

rartai  Amanat  rxasionai  \r  ain^ 

7303.324 

644 

52 

945 

14. 

Partai  Karya  Peduli  Bangsa  (PKPB) , 

9 

15. 

Partai  Kebangkitan  Bangsa  (PKB) 

11,989,564  ,, 

10.57  . 

52 

9.45 

16. 

rartai  Keadilan  bejantera  (rKa; 

8,325,020 

734 

45 

8.18 

17 

1  dival  Dilllcuig  lxciUlllici9i  \k UP^f 

z,/t>4,yyo 

Z.44 

Z.OO 

18. 

Partai  Demokrasi  Indonesia  Peijuangan  (PDIF) 

21  026  629 

109 

-  19  82 

19. 

Partai  Damai  Sejahtera  (PDS) 

2AU.25i 

2.13 

12 

2.18 

20. 

Partoi  Golkar 

24,480,757 

21.58 

128 

23.27 

21. 

Partai  Patriot  Pancasila 

1,073,139 

0.95 

0 

0 

22. 

Partai  Sarikat  Indonesia  (PSl) 

679,2% 

0.60 

0 

0 

23. 

Partai  Persatuan  Daerah  (PPD) 

657,916 

0.58 

0 

0 

24. 

Partai  Pelopor 

878,932 

0.77 

2 

0.36 

TOTAL 

113,462,414 

100 

550 

100 

Source:  KPU  eirmouncement.  May  5, 2004 


Democrat  Party  {Partai  Demokrat/PD) 
and  the  Prosperous  Justice  Party  {Par- 
tai Keadilan  Sejahtera /PKS).  Only  17 
out  of  24  political  parties  gained 
seats  in  Parliament,  fewer  numbers 
passed  the  electoral  threshold  of  5% 
popular  votes  or  3%  of  parliamentary 
seats  to  be  eligible  to  participate  in 
the  next  (2009)  general  elections.  Des- 
pite the  ascendancy  of  PD  and  PKS, 
the  real  competition  was  amongst  the 
established  political  parties. 


The  considerable  support  for  PD 
was  essentially  sympathy  votes  given 
to  Susilo  Bambang  Yudhoyono  (SBY), 
who  was  widely  seen  as  being  po- 
litically victimized  by  the  current  re- 
gime. A  similar  kind  of  sympathy 
was  expressed  towards  Megawati  in 
the  1999  general  elections.  This  could 
mean  that  the  popular  support  PD  is 
currently  enjoying  is  not  solid.  PD 
itself  is  not  yet  a  strong  party.  PKS, 
on  the  other  hand,  is  a  militant  po- 
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Table  2 

PARTIES'  POWER  CONFIGURATION  1999  &  2004  (POPULAR  VOTES) 
1999  Election  2004  Election 


Political  Party  Ret>ult  No       Political  Party  Result 


Votes 

% 

Votes 

% 

PDI-P 

35.689.073 

.  .  33. 76 . 

1 

Partai  Golkar 

24.480,757 

21.58 

Partai  Golkar 

23.741.749 

22.46 

2 

PDI-P 

21.026.629 

18.53 

PKB 

13.336.982 

1Z62 

PKB 

11.989.564 

10.57 

PPP 

11.329.905 

10.72 . 

4 

PPP 

9.248.764 

8.15 

PAN 

7328.956 

,  7.12 

5 

Partai  Demokjat 

8.455.225 

7.45 

PBB 

2.049.708 

1.94' 

6 

PKS 

8.325.020 

7.34 

PK 

1.436.585 

1.36 

>7/  ; 

PAN 

7.303.324 

6.44 

PKP 

1.065.686 

'  1.01 

8 

PBB 

2.970.487 

2.62 

litical  party  and  its  achievement  was 
the  result  of  harti  work  during  the 
past  five  years.  The  next,  five  years 
would  be  the  real  test  for  ,  PKS  as  to, 
whether  it  can  maintain  its  milit- 
ancy in  promoting  a  "clean  ahd  con- 
cerned" government. 

...The  2004  elections  have  not  actu- 
ally resulted  in,  a  fundamental  po- 
litical change  in  Indonesia.  Parlia- 
mentary politics  would  not  differ  sign- 
ificantly from  what  it  is  today.  The 
election  process  has  been  quite  en- 


couraging, but  the  outcome  may  he  far 
from  satisfactory.  Democratization  is 
indeed  a  lengthy  process. 

The  newly  instituted  direct  presid- 
ential election  is  also  a  major  step  for- 
ward in  the  democratization  process, 
but  may  also  produce  the  same  un- 
satisfactory outcome.  Although  this 
election  provides  Indonesians  with 
a  real  opportunity  to  bring  about 
fundamental  change  in  the  national 
leadership,  the  choices  are  very  limited 
indeed. 


Towards  A  New  Political 

Environment 

Harry  Tj an  Silalahi 


THE  world's  third  largest  demo- 
cracy has  just  concluded  its 
2004  legislative  elections  in  a 
relatively  smooth,  peaceful  and  satis- 
factory fashion.  This  election  is  by  far 
one  of  the  largest  and  most  com- 
plicated elections  ever  held  in  modem 
history  of  democracy  in  the  world. 
The  147  million  Indonesian  voters  that 
are  spread  around  2,025  electoral 
districts  have  to  make  decisions  by 
selecting  from  24  political  parties, 
around  440,000  legislative  candidates, 
and  940  DPD  (Council  of  Regional 
Representatives)  candidates  in  32  elect- 
oral districts.  Considering  these  and 
also  the  short  time  available  for  the 
whole  preparation,  one  could  say  that 
such  political  endeavors  deserve  credit 
and  appreciation. 

Inevitably,  there  are  mistakes  by 
and  shortcomings  of  the  Election  Com- 
mission (KPU),  especially  since  the  task 
involves  recruiting  and  training  a  huge 
number  of  staff  and  security  officers, 
who  have  to  handle  about  900  miUion 
ballots  and  complete  the  process  of 
counting  them  on  time. 


Yet  no  more  than  a  few  days  after 
the  legislative  elections,  strong  critic- 
isms have  already  been  launched 
against  the  KPU.  Some  even  have 
threatened  to  boycott  or  deny  the  out- 
come of  the  2004  electioi\s  before  the 
whole  processes  ended  and  was  ac- 
counted for.  Many  observers  conceded 
that  such  criticisms  were  inappro- 
priate, if  not  ridiculous.  What  matters 
more  than  denying  the  elections'  re- 
sults should  be  to  ensure  a  compre- 
hensive accountability  process,  espe- 
cially in  terms  of  budget  verification. 

Prior  to  the  actual  electoral  process, 
most  political  parties  seemed  highly 
confident  of  their  chances.  They  were 
all  convinced  that  they  would  be  able 
to  maintain  their  seats  in  Parliament, 
surpass  the  3%  legislative  threshold, 
nominate  presidential  candidates,  and 
win  the  presidential  elections.  When 
the  votes  were  counted,  reality  harshly 
bit  and  those  parties  tried  to  come  up 
with  excuses  on  why  they  failed.  This 
situation  has  allowed  some  "free-po- 
litical figures"  to  "steal  the  show." 
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To  say  that  the  2004  elections  have 
been  successful  can  be  justified  when 
one  looks  at  the  behavior  and  sense  of 
responsibility  of  the  Indonesian  voters. 
The  turnout  was  about  77%,  lower  than 
the  1999  turnout  (90%),  but  still  higher 
than  in  Malaysia  (68.65%),  the  USA 
(63.76%)  and  India  (59.73%).^  Most 
importantly,  we  can  proudly  say  that 
Indonesian  voters  have  shown  maturity 
and  sensibility  in  exercising  their 
voting  rights,  their  rights  for  demo- 
cracy. Voters'  patience,  orderliness  and 
helpfulness  towards  each  other  as 
shown  at  various  polling  stations  have 
truly  soothed  previous  aivciety  amongst 
observers  that  violence  may  ensue 
during  the  voting  period.  The  shift  of 
voters'  paradigm  from  traditional  mind- 
set into  a  more  rational  one  is  of  the 
essence  in  sustaining  stability  after  the 
new  government  is  elected. 

The  significance  of  the  2004  elect- 
ions, in  comparison  to  the  1999  elect- 
ions, lies  in  the  shift  of  the  voting 
system  which,  in  principle,  gives 
voters  greater  opportunity  to  become 
more  familiar  with  individual  cand- 
idates. In  reaUty,  however,  many  po- 
litical parties  have  taken  advantage  of 


Source:  www.idea.int/vt/parl.cfm. 


the  existing  niches  in  the  regulations 
to  secure  their  own  narrow  interests. 
This  must  be  changed  in  the  next 
elections.  It  remains  to  be  seen  whether 
the  Parliament  or  the  new  regime  will 
have  the  appropriate  political  will  to 
bring  about  such  changes.  One  thing 
is  for  sure:  the  people  are  ready  for 
direct  electior\s. 

Considering  the  maturity  and 
sense  of  responsibility  of  the  Indo- 
nesian electorates,  one  can  be  confid- 
ent that  post-2004  electioi^s  politics  will 
ensure  the  establishment  of  a  stable 
democracy  despite  the  elites'  constant 
preoccupation  with  political  maneuvers. 
We  have  yet  to  see  how  far  the  po- 
litical elites  would  bear  the  same  level 
of  maturity  and  sense  of  respons- 
ibility. Unless  the  elites  show  such 
competence,  a  solid  and  daring  grass- 
roots movement  could  be  deserting 
these  elites. 

The  stability  of  post-2004  demo- 
cratization will  rely  heavily  on  further 
institutionalization  of  the  election  pro- 
cess that  goes  beyond  elite  maneuvers. 
The  process  should  include  greater 
popular  participation  of  the  civil  so- 
ciety, impartial  enforcement  of  the  rule 
of  law  and  accountability  of  represent- 
ative institutions. 


The  External  Environment 
and  China  Factor: 
Implications  for  Indonesia 

Mart  Pangestu 


INDONESIA  is  still  a  small 
open  economy  whose  growth 
and  development  will  continue 
to  be  impacted  by  and  vulnerable  to 
changes  in  the  external  environment. 
First  and  foremost  is,  of  course,  the 
demand  for  its  goods  in  the  global 
market  and  the  competition  it  faces 
in  the  region.  This  is  dependent  on 
the  global  economic  prospects  and 
affected  by  uncertainties  that  will  ac- 
centuate vulnerabilities.  A  crucial  and 
dynamic  factor  that  is  affecting  not 
ordy  Indonesia  but  the  rest  of  the  Asia 
Pacific  region  and  the  world,  is  the 
impact  of  China. 

The  good  news  on  the  external 
front  is  that  world  economic  recovery 
is  more  robust.  The  bad  news  is  that 
the  pattern  of  economic  growth  is 
becoming  increasingly  unbalanced 
meaning  potential  tensions  in  the 
future  and  only  countries  which  un- 
dertake the  right  policies  and  structural 
reforms  can  be  pulled  along  by  the 
center  of  dynamic  growth,  called 
China.  There   is   also   the  looming 


issue  of  energy  security  as  the  race 
for  energy  by  India  and  China  shows. 

GLOBAL  PROSPECTS 

According  to  the  World  Bank  and 
IMF  (2004),  there  are  stronger  signs 
of  a  global  economic  recovery.  Global 
economic  growth  was  2.6%  in  2003 
compared  with  1.8%  in  2002,  while 
various  forecasts  for  2004  now  fall 
between  3.5-4%.  The  main  underly- 
ing factors  for  the  recovery  are  in  the 
US,  the  stimulus  from  fiscal  and 
monetary  policies,  and  higher  rates 
of  growth  of  productivity.  Japan's  de- 
cade of  stagnation  appears  to  be 
finally  broken  with  expansionary 
monetary  policy,  abatement  of  de- 
flationary pressures,  stronger  private 
sector  demand,  and  strong  export 
growth  of  10%  due  to  world  economic 
recovery  and  the  dramatic  increase 
in  China's  demand. 

Lower  returns  in  developed  coun- 
tries and  improved  creditworthiness 


in  emerging  markets  have  in  turn 
led  to  capital  outflows.    Private  capital 
flows  to  emerging  markets  increased 
from  US$124  billion  in  2002  to  US$188 
billion  in  2003,  the  highest  since  the 
peak  of  the  Asian  crisis.   Capital  flows 
have  been  directed  mostly  toward 
portfolio  equities  and  bonds.  More 
than  half  of  these  investments  were 
destined  to  East  Asia  as  a  result  of 
improved  creditworthiness  due  to  a 
number  of  factors:  (1)  changes  made 
in  its  policies  and  institutions  since  the 
Asian  crisis;  (2)  more  stable  macro- 
economic    indicators;    (3)  buoyant 
trade  growth;  and,  (4)  lower  levels 
of  short  term  debt  that  was  one  of  the 
major  sources  of  vulnerability  during 
the  Asian  financial  crisis.  Improved 
creditworthiness  is  evident  in  the  de- 
cline in  spreads  between  emerging 
market  instruments  and  developed 
country  benchmarks.  This  in  turn  re- 
sulted in  sharp  gains  in  equity  and 
financial  asset  prices,  which  streng- 
thened their  currencies. 

EXPORTING  INFLATION 

Concerns  about  China  exporting 
deflation  with  prices  of  products  it 
exports  being  driven  down  due  to  its 
lower  cost,  have  now  turned  to 
concerns  about  it  exporting  inflat- 
ion. China's  huge  and  growing  ap- 
petite for  commodities,  coupled  with 
strong  global  economic  growth,  have 
led  to  a  dramatic  rise  in  world  com- 
modity prices,  steel  and  scrap  metal 
in  the  last  two  years. 


China  accounts  for  around  16% 
of  commodity  production  and  de- 
mand in  the  world;  and  it  has  become 
the  world's  largest  market  for  many 
commodities  and  metals.  As  such 
prices  of  steel  and  non-ferrous  metals 
have  been  driven  by  China's  growth 
in  industrial  activity  and  construct- 
ion of  infrastructure.  China  has  be- 
come the  world's  largest  steel  market 
with  growth  of  over  20%  a  year  over 
the  1984-2003  period,  and  accounted 
for  20%  of  world  supply  and  24%  of 
world  demand  in  2003.    The  price  of 
non  energy  commodity  prices  rose 
about  23%  over  the  2002-mid  2003 
period,  and  further  increased  up  to 
February  2004.  Metal  and  mineral 
prices,  for  instance,  have  increased  by 
39%,  with  some  metals,  such  as  copper, 
lead  and  nickel  rising  by  70-80%. 

This  has  benefited  commodity  ex- 
porters  like   Indonesia  which  saw 
export  growth  at  7%  in  2003  compared 
to  the  previous  year,  mostly  because 
of  commodity  exports.  Given  that 
Indonesia  is  richly  endowed  with 
natural  resources,  it  has  been  able  to 
enjoy  the  ride  of  higher  commodity 
prices.    However,  given  that  it  is  also 
importing  oil,  the  net  effect  of  higher 
commodity  prices  are  varied.  The 
sustainability  of  natural  resources  as 
a  buffer  and  continued  source  of 
windfalls  in  the  future  will  also  be 
questionable  without  an  integrated 
approach.  The  latter    is  required  in 
order  to  ensure  that  new  investments 
will  come  in  to  exploit  resources 
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further  in  the  most  efficient  and 
effective  manner  for  recovery-yield- 
ing revenues  for  the  government 
(central  and  local)  and  in  a  sustainable 
way  for  the  renewable  resources. 

What  goes  up  also  can  go  down 
as  supply  increases  and  slower 
growth  comes  into  place  as  countries 
try  to  avoid  overheating,  especially 
China  which  is  hoping  for  a  soft 
landing  with  growth  one  or  two 
percent  lower  than  currently.  Com- 
modity prices  should  stabilize  and 
even  begin  to  go  down.  They  could 
even  fall  dramatically  in  the  case  of 
the  steam  running  out  of  the  US 
recovery  because  of  political  tensions 
and  increased  protectionist  pressures 
or  a  hard  landing  in  China. 

Therefore,  corrmodit)'  exporters 
like  Indonesia  should  be  aware  that 
export  growth,  economic  growth,  as 
well  as  the  growth  in  certain  regions 
and  areas,  should  not  be  buoyed  by 
high  wave  of  the  commodity  boom 
alone.  We  learnt  our  lesson  well  in 
the  diversification  process  away  from 
oil  to  non  oil  in  the  post-oil  bust 
period  of  mid  1980s.  Sustainability 
of  export  and  economic  growth  re- 
quires a  broader  basis.  The  key  is  to 
stimulate  the  real  sector,  manufactur- 
ing and  agriculture,  as  well  as  the 
services  sectors.  This  can  only  come 
about  from  new  investments,  ad- 
dressing issues  of  competitiveness 
such  as  productivity,  quality  of  human 
and  physical  infrastructure,  policies, 
institutions,  and  transparency. 


REGIONAL  OUTLOOK  AND  THE 
CHINA  FACTOR 

East  Asia  has  benefited  from  the 
global  economic  recovery.  Robust 
growth  in  East  Asia  itself  has  been 
an  important  source  of  growth  for  the 
countries  in  the  region.  According  to 
the  World  Bank  (2004),  growth  in  East 
Asia  (excluding  Japan)  is  estimated 
to  have  reached  7.6%  due  to  the  9.1% 
growth  in  China,  7.2%  in  Vietnam  and 
6.3%  in  Thailand.  In  contrast,  Indone- 
sia along  with  the  Philippines  have 
only  experienced  growth  rates  in  the 
3-4%  range.  Whilst,  there  is  some  ex- 
pectation of  a  slow  down  in  growth 
in  2004  as  China  tries  for  a  soft  land- 
ing, the  estimated  growth  for  2004 
is  still  expected  to  be  in  the  7-8%  range 
(IMF  7.2%,  World  Bank  7.7%),  with 
continued  global  recovery  and 
stronger  domestic  demand  being  the 
sources  of  growth. 

Indonesia's  growth  is  expected  to 
approach  the  4-5%  range,  but  this  is 
still  lower  than  in  China  and  Vietnam, 
or  in  its  other  Southeast  Asian  neigh- 
bors (except  the  Philippines).  The 
main  reason  for  Indonesia's  lower 
growth  path  continues  to  be  lack  of 
export  growth  compared  to  its  neigh- 
bors, and  in  turn  the  lack  of  new 
investments  to  elicit  the  supply  re- 
sponse and  other  factors  contributing 
to  its  decline  in  competitiveness.  In- 
donesia's lackluster  export  growth 
of  1.5%  in  2002  and  close  to  7%  in 
2003  can  be  contrasted  with  China's 
22.4  and  34.7%,  and  Thailand's  5.7  and 
17.1%  over  the  same  period. 
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China  is  a  big  factor  in  contribut- 
ing to  the  growth  in  East  Asia.  Chi- 
na's import  growth  has  been  high  in 
the  last  two  years  and  in  2003  import 
growth  reached  40%  which  is  much 
higher  than  the  29%  export  growth. 
Imports  from  East  Asia  increased 
by  40%,  with  Korea,  Singapore  and 
Thailand  experiencing  an  increase  of 
aroimd  50%,  a  doubling  in  the  Philip- 
pines, and  a  relatively  lower  23% 
growth  for  Indonesia. 

Thexe  are  indications  of  financial 
imbalances.  There  are  also  signs  of 
overheating  and  inflationary  pres- 
sures creeping  in  East  Asia,  especially 
in  China  which  will  necessitate  govern- 
ments to  use  monetary  and  fiscal 
policy  instruments  to  manage  growth. 
As  such,  the  forecast  for  growth  in 
East  Asia  for  2005  will  be  lower  at  6.8%. 

The  China  factor  is  crucial.  Chi- 
na's growth  in  2003  was  9.1%  and  im- 
port growth  was  40%.  Since  40%  of 
China's  imports  come  from  East  Asian 
countries,  consequently  it  has  a  huge 
impact  on  these  coimtries'  exports. 

Increased  private  sector  fixed 
investments  is  a  key  to  recovery  and 
sustainable  growth.  This  has  not  been 
occurring  in  East  Asia,  except  for 
China  and  Vietnam,  until  2003  with 
Thailand  showing  an  increased  in- 
vestment of  12%  better  capacity  utiliza- 
tion, low  interest  rates,  corporate  re- 
structuring, and  healthier  banks. 

An  important  trend  to  note  with 
respect  to  the  China  factor  is  the  grow- 


ing integration  between  the  countries 
in  East  Asia,  with  China  at  the  core. 
Around  46%  of  China's  imports  com- 
prise machinery  and  transport  equip- 
ment in  2002  compared  with  39.4%  in 
1996.  Out  of  this  about  20%  comes 
from  Japan,  and  one  third  from  East 
Asia. 

Within  East  Asia  the  dominant 
suppliers  are  Taiwan  and  Korea.  How- 
ever, Singapore,  Malaysia,  Philip- 
pines and  Thailand  have  increasingly 
become  important  suppliers.  Indone- 
sia and  Vietnam  are  only  a  small  part 
of  this  regional  production  center.  In 
the  case  of  Indonesia,  it  would  appear 
that  lack  of  competitiveness,  high 
cost  of  labor  and  other  costs,  and  less 
than  conducive  investment  climate 
have  prevented  Indonesia  from  being 
part  of  this  regional  production  center 
which  is  partly  driven  by  investment 
and  trade  networks  surrounding 
multinational  companies  and  their 
suppliers.  Indonesia's  comparative 
advantage  vis  a  vis  China  is  increasing 
in  natural  resource  and  commodity 
related  materials,  but  declining  in 
manufacturing  and  low  labor  cost  in- 
tensive products. 

Another  factor  which  has  affected 
the  price  competitiveness  of  Indone- 
sia's exports  is  the  appreciation  of  the 
Rupiah  that  has  appreciated  by  some 
20%  since  the  beginning  of  2002,  which 
is  still  lower  than  the  appreciation 
experienced  by  the  Euro  of  40%  but 
higher  than  Korea  and  Thailand  at 
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10%,  Taiwan  at  5%  and  China  and  Ma- 
laysia with  fixed  exchange  rates.  Given 
that  the  exchange  rate  is  an  instru- 
ment of  price  stability,  other  efforts 
to  reduce  costs  and  improving  in- 
vestment and  operational  environ- 
ment for  exporters  need  to  be  under- 
taken to  offset  the  effect  of  the  relative 
appreciation  of  the  Rupiah. 

DOWNSIDE  RISKS 

What  are  the  downside  risks?  First 
is  that  potential  increases  in  the  inter- 
est rate  and  correction  of  risks  could 
lead  to  a  slowdown  in  capital  outflows 
to  developed  countries. 

Of  course  as  interest  rates  rise  over- 
seas and  spreads  correct  itself,  then 
there  could  be  outflows.  The  dangers 
of  these  excess  liquidity  being  used  to 
increase  consumer  borrowing  and 
investments  in  property  fueled  by  in- 
creases in  asset  prices  are  all  too  re- 
miniscent of  the  pre  Asian  crisis  situ- 
ation. Any  outflows  or  correction  of 
the  exchange  rates  will  have  a  dire  effect. 

Second  are  the  global  imbalances, 
especially  arising  out  of  the  US  current 
and  fiscal  deficits,  and  its  impact  on 
exchange  rates  and  interest  rates.  The 
US  current  account  deficit  has  gone 
up  to  5%  of  GDP  and  given  low 
returns,  private  investors  are  not  fin- 
ancing the  deficit  as  evidenced  by 
capital  outflows.  This  has  led  to  the 
weakening  of  the  US  dollar  against 
major  currencies.  This  situation  is 


likely  to  continue  in  the  next  six  to  12 
months  as  the  US  goes  through  its 
election  cycle,  expectations  that  who- 
ever becomes  President  will  take  time 
to  resolve  the  imbalances,  and  con- 
tinued geopolitical  risks  in  the  Middle 
East. 

The  deficit  has  been  financed  by 
foreign  central  banks  using  their  ac- 
cumulated reserves  in  US  treasury 
bills.  Foreign  exchange  reserves  of 
developing  countries  rose  US$276 
billion  in  2003  and  total  reserves 
being  US$1.2  trillion  or  four  times 
their  short-term  external  debt.  Inter- 
dependence of  developed  and  devel- 
oping world  increased  as  a  result.  In- 
terest rate  increases  are  likely  drawing 
back  capital  from  developing  countries 
and  this  volatility  needs  to  be  mon- 
itored. 

Third  geopolitical  uncertainties 
also  remain  heightened  as  the  pro- 
cess of  restructuring  Iraq  indicates  and 
there  are  continued  concerns  with 
security  and  terrorist  attacks.  Con- 
flicts between  the  major  countries 
continue  on  how  to  manage  these 
risks.  In  turn,  this  has  introduced  busi- 
nesses to  have  these  risks  as  a  factor. 

A  final  risk  is  a  hard  landing  in 
China.  Most  predictions  indicate  that 
China  is  in  for  a  soft  landing  of  a 
lower  growth  rate  closer  to  7  rather 
than  8%.  China  is  and  will  continue 
implement  a  number  of  policy  in- 
struments to  cool  down  over-invest- 
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ments,  such  as  raising  reserve  require- 
ments, limiting  land  use,  measures  to 
prevent  speculative  property  invest- 
ments, limiting  credit  and  adminis- 
trative "controls"  to  limit  the  expansion 
of  infrastructure  by  regional  govern- 
ments. Of  course  a  crucial  component 
is  continued  reforms  in  the  banking 
sector,  dealing  with  the  non-per- 
forming loans,  and  the  restructuring 
of  their  state  owned  sector. 

IMPLICATIONS  FOR  INDONESIA 

Despite  the  better  external  environ- 
ment, last  year  Indonesia  has  not  be- 
nefited as  much  as  it  could,  compared 
with  other  countries  in  the  region. 
The  blame  continues  to  be  laid  on 
domestic  political,  institutional  and 
economic  constraints.  Under  the  new 
government  and  leadership,  this 
should  no  longer  be  used  as  an  ex- 
cuse. In  order  for  Indonesia  to  get 
back  to  the  growth  path  pre  crisis, 
one  that  will  create  jobs  and  alleviate 
poverty,  growth  needs  to  be  broader 
based.  There  has  to  be  revitalization 
of  the  real  sector  and  new  investments 
in  all  areas  ranging  from  infrastruc- 
ture to  increased  productive  capacity. 
The  financial  sector  needs  to  be 
sound  and  regain  its  intermediary 
function  to  ensure  funds  are  flowing 
to  productive  investments  and  the 
investment  climate  needs  to  be  attract- 
ive to  attract  quality  and  quantity 
investments. 


Indonesia's  growth  has  been 
propelled  mainly  by  consumption 
growth.  Higher  growth  and  broader 
based  growth  needs  to  be  based  on  re- 
newed investments  and  exports.  Com- 
pared with  the  other  East  Asian  eco- 
nomies, Indonesia's  supply  response 
to  strong  global  and  regional  eco- 
nomic recovery,  including  taking 
opportunities  in  China's  dynamic 
growth,  has  been  much  lower  com- 
pared with  other  East  Asian  eco- 
nomies. The  exception  is  natural  re- 
sources and  even  that  has  not  been 
used  to  its  full  potential.  It  has  not 
been  able  to  benefit  from  the  stronger 
world  recovery  as  it  should  have,  as 
evidenced  by  the  lower  export  growth 
compared  with  other  Asian  countries. 

Furthermore,  most  of  the  growth 
has  been  driven  by  higher  commodity 
prices.  The  growth  of  non  commodity 
exports  has  been  low  in  the  last  few 
years  indicating  declining  competit- 
iveness in  the  global  market  as  well  as 
in  the  fastest  growing  market  in  the 
region,  China.  Indonesia's  exports  to 
China  grew  at  a  high  rate  of  23%,  but 
this  is  half  of  the  growth  rate  of 
other  coimtries  at  50%. 

The  challenge  for  Indonesia's  new 
leadership  is  how  to  improve  Indo- 
nesia's competitiveness  and  attract 
new  investments  —  beginning  with 
the  return  of  quality  domestic  invest- 
ments and  hopefully  then  followed 
by  foreign  investment. 


ECONOMIC  CHALLENGES 

Macroeconomic  Overview: 
Accelerating  Growth,  Maintaining 
Stability 

Arya  B.  Gaduh 


IT  seems  all  too  easy  for  a  casual 
observer  of  the  Indonesian  eco- 
nomy of  the  past  five  years  to 
accuse  its  managers  of  failing  their 
duties.  Almost  seven  years  after  the 
crisis,  growth  remains  modest  —  much 
weaker  than  Indonesia's  fellow  coun- 
tries-in-crisis  such  as  Korea  and  Thai- 
land. Indonesia  has  only  recently 
reached  the  same  real  level  of  GDP 
and  GDP /per  capita  as  pre-crisis,  com- 
pared to  a  much  earlier  recovery  of 
other  crisis  countries.  Many  politicians 
as  well  as  observers  considered  that 
the  governments  (past  and  present) 
have  not  done  enough  to  spur  growth 
and  concluded  that  the  latter's  crisis- 
management  policies  were  a  failure. 

Such  a  sweeping  assessment,  how- 
ever, would  be  unfair.  Despite  mod- 
est growth,  the  governments'  economic- 
crisis  managers  made  progress  in  at 
least  one  aspect  of  economic  manage- 


ment, i.e.,  macroeconomic  stability. 
Almost  without  reserve,  economists 
would  agree  this  is  an  important 
achievement  and  a  prerequisite  for 
growth.  Nevertheless,  as  we  shall  see, 
it  is  not  enough.  To  get  back  on  to  the 
higher  growth  path  will  require  the 
next  government  to  exert  great  effort 
and  leadership  in  pursuing  the  pri- 
ority areas  of  reviving  the  real  sector 
and  ensuring  a  soimd  financial  sector. 

MACROECONOMIC  STABILITY 

Let  us  begin  with  something  most 
economists,  left  and  right,  would 
agree  on.  Macroeconomic  stability  is 
important  for  growth.  Just  like  one's 
health,  stability  is  not  everything,  but 
without  it,  other  policies  will  not 
amount  too  much. 

As  indicators  of  an  economy's  stab- 
ility, economists  usually  look  at  two 
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Figure  1 


INDONESIA'S  INFLATIONS,  AND  THE  DECLINING  INTEREST  RATES 
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measures:  inflation  rates  and  exchange 
rate  volatility.  Generally,  countries 
should  avoid  having  high  inflation 
and  exchange  rate  volatility  because 
they  create  disincentives  to  economic 
activities. 

Neither  consumers  nor  busines- 
ses, big  and  small,  like  to  see  high  in- 
flation and  volatile  exchange  rates. 
For  businesses,  both  inflation  and  ex- 
change rate  volatility  increase  uncer- 
tainties about  returns  to  investment, 
making  planning  and  profit  projections 
difficult  to  make.  Since  business  de- 
cisions are  about  bottom-lines,  the 
more  difficult  it  is  to  determine  the 
bottom-line,  the  less  likely  would 
investments  be  made,  and  hence,  the 
slower  would  the  economy  grow. 

Thanks  to  the  government's  policy 
discipline,  we  have  finally  seen  this  in 
the  past  two  years.  Some  observers 
suggested  this  stability  to  be  somewhat 
'fragile',  but  the  measured  responses 
of  the  economy  to  the  series  of  ad- 
verse shocks  in  the  past  couple  of 
years,  from  Bali  and  Marriott  bomb- 
ings to  the  Iraq  war  and  the  avian  flu, 
suggested  otherwise.  Even  the  recent 
elections  have  had  little  adverse  im- 
pact on  the  exchange  rate. 

It  is  clear  that  both  inflation  and 
exchange  rate  are  less  volatile  over 
the  past  two  years  (Figures  1  and  2). 
Inflation,  which  during  the  peak  of 
the  crisis  in  1998  reached  82%  per  an- 
num, is  now  within  the  one-digit 


range.  In  2003,  the  consumer  price 
index  (CPI)  rose  by  ovly  5.06%,  among 
the  lowest  in  Indonesia's  history. 
Inflation  appears  to  have  stabilized 
around  this  rate,  and  BI  has  com- 
mitted to  maintain  this  low  level  in 
the  medium  term. 

Meanwhile,  exchange  rates  have 
strengthened  and  become  less  volatile. 
Most  importantly,  it  has  become  less 
sensitive  to  major  shocks,  indicating 
market  confidence  in  the  ability  of 
the  monetary  authority  and  economic 
actors  to  factor  in  external  and  po- 
litical shocks  into  their  economic  and 
business  decisions.  In  2003,  the  rupiah 
was  among  the  best-performing  cur- 
rencies in  the  Asia  Pacific  region  in 
terms  of  strengthening  —  although 
this  was,  in  part,  due  to  the  weaken- 
ing of  the  US  dollars. 

Inflation  and  exchange  rate  volat- 
ility are  "real-time"  indicators,  as  they 
only  reflect  the  current  state  of  stab- 
ility. However,  the  1997  experience 
shows  that  stability  can  deteriorate 
rapidly.  To  anticipate  such  a  change, 
economists  maintain  a  close  watch 
on  some  determinants  of  inflations 
and  currency  volatility  in  the  medium 
run. 

There  are  a  few  other  indicators 
of  these  factors.  Foreign  reserves  in- 
dicate the  ability  of  the  government 
to  guarantee  transactions  in  foreign 
currencies.  Meanwhile,  government 
debt-to-GDP  ratio,  debt  service  ratio 


246 


THE  INDONESIAN  QUARTERLY,  Vol.  32,  No.  3,  2004: 243-250 


Table  1 

MANAGEABLE  STABILITY  IN  THE  MEDIUM  TERM 

1997         1998         1999         2000         2001         2002  2003 


Foreign  Reserves 

Cover  of  import  (months) 

6.5 

DSR 

(%) 

44.5 

57.9 

Debt-to-export  ratio 

(%) 

207.3 

261.8 

Debt-to-GDP  ratio 

(%) 

62.2 

146.3 

Fiscal  deficit 

-16.23 

6.9 

6.4 

6.7 

7.5 

7.1 

56.8 

41.1 

41.4 

33.1 

33.8* 

252.1 

191.0 

200.7 

193.9 

191.1* 

105.0 

93.8 

91.1 

76.0 

64.0 

-3.93 

-1.64 

-2.7 

-1.6 

-1.9 

Source:  BI,  World  Development  Indicators.      *estimate  up  to  December  2003. 


(DSR),  and  fiscal  deficit  reflect  the 
risk  of  government  insolvency.  These 
indicators  also  reflect  the  degree  of 
fiscal  responsibility.  When  they  grov^ 
without  a  credible  plan  to  put  them 
under  control,  economists  would 
begin  to  worry  about  medium  term 
stability. 

These  factors  directly  and  indir- 
ectly affect  exchange  rate  volatility. 
On  these  indicators,  Indonesia  is  pro- 
gressing well.  Indonesia's  foreign  re- 
serves continue  to  grow.  By  the  end 
of  2003,  Bank  Indonesia's  (BI's)  reserve 
amounted  to  US$36.2  billion,  equival- 
ent to  7.1  months  of  imports.  The  debt 
ratios  continue  their  downward  trend 
and  are  going  on  the  right  track. 
Meanwhile,  though  Indonesia  is  still 
running  a  fiscal  deficit,  most  eco- 
nomists deem  it  to  be  at  a  manageable 
level. 

AVOIDING  ANOTHER  CRISIS 

Almost  immediately  after  macro- 
economic  stability  was  within  sight, 
critics  of  the  government  suggested 


more  expansive  fiscal  and  looser  mon- 
etary policies.  Suddenly,  stability , be- 
comes a  non  issue.  Yet,  it  should  not 
be:  macroeconomic  stability  should  not 
be  taken  for  granted.  The  experiences 
of  Latin  America,  from  Brazil  to  Ar- 
gentina, suggest  that  crises  can  repeat 
when  policymakers  become  complacent 
and  look  the  other  way.  And  the 
trouble  with  repeated  crises  is  that  they 
tend  to  be  even  more  difficult  to  man- 
age the  second  time  around.  "Fool 
me  once,  shame  on  you;  fool  me  twice, 
shame  on  me,"  thus  might  reply  in- 
vestors and  international  donors  if 
asked  to  bail  Indonesia  again. 

That  is  why  a  case  can  be  made  for 
BI's  careful  stance  in  loosening  its  mon- 
etary policy  and  the  government's 
conservative  fiscal  stance  in  the  past 
couple  of  years.  Haste  in  lowering 
the  interest  rates  or  pursuing  ex- 
pansive fiscal  policies  runs  the  risk 
of  triggering  inflations,  which  might 
be  difficult  to  control  had,  for  instance, 
the  market  responded  negatively  to 
the  end  of  the  IMF  program  in  2003  or 
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Table  2 

GROWTH  PROFILE  OF  THE  ECONOMY:  FEEBLE  AND  CONSUMPTION-DRIVEN 


1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

Consumption 

8.65 

6.97 

-7.11 

4.26 

'2.03 

3.89 

4.70 

4.64 

Gross  fixed  capital 

formation 

14.51 

8.57 

-33.01 

-18.20 

16.74 

6.50 

0.21 

1.36 

Export 

7.56 

7.80 

11.18 

-31.80 

26.48 

2.93 

-0.57 

4.04 

Import 

6.86 

14.72 

-5.29 

-40.68 

25.93 

8.20 

-4.95 

1.96 

Gross  Domestic 
Product 

7.64 

4.70 

-13.13 

0.79 

4.92 

3.45 

3.69 

4.10 

Source:  Central  Board  of  Statistics  (BPS),  1993  base  years. 


to  the  2004  elections.  That  means  the 
new  government  should  consider 
moving  more  boldly,  though  carefully. 
After  all,  stability  is  not  everything. 

STABILITY  IslsrOT  ENOUGH 

The  first  test  of  stability  was  the 
Bali  bombing  of  October  2002.  Im- 
mediately after  the  tragedy,  there 
was  this  concern  that  the  stock  and 
money  markets  would  react  irrat- 
ionally. But,  it  turned  out  that  they 
did  not.  And  then,  again,  during  the 
spread  of  two  respiratory  diseases, 
another  bombing,  a  war,  the  ending 
of  the  IMF  program,  and  finally,  the 
legislative  election,  the  market  did 
not  react  negatively,  but  remained  calm. 

However,  despite  two  years  of 
stability,  growth  remained  modest. 
In  2003,  the  economy  grew  by  only 
4.1%,  inadequate  to  create  jobs  for  the 
2-2.5  million  new  labor  market  entrants 
each  year.  Moreover,  this  growth  was, 


and  still  is,  mainly  driven  by  domestic 
private  consumption,  which  is  not 
sustainable.  Export  only  contributed 
significantly  in  the  worldwide  trade 
boom  of  2000,  and  investments  have 
not  recovered  at  all.  This  is  truly 
problematic  given  the  high  level  of 
unemployment,  at  8.5%  by  February 
2003.  The  puzzle  is:  why  was  stab- 
ility not  followed  by  growth? 

Businesses  are  all  about  the  cer- 
tainty of  bottom-lines.  Stability  is 
merely  one  factor,  albeit  a  very  im- 
portant one,  but  other  factors  matter 
as  much.  Only  when  these  factors 
interact  to  reduce  uncertainties  and 
create  the  incentives  for  productive 
activities  will  we  see  a  strong  growth. 
And  herein  lies  the  problem:  despite 
stability,  our  economy  is  rife  with 
policies  not  conducive  to  productive 
activities.  Just  to  name  a  few,  they 
include  arbitrary  trade  protection 
policies,  tax  administration,  as  well 
as  labor  policies. 
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Let  us  focus  here  on  the  adequacy 
of  fiscal  and  monetary  policies  to  de- 
liver growth.  On  fiscal  policy,  the 
government  has  little  room  to  mano- 
euvre as  of  the  aftermath  of  the  crisis. 
The  crisis  has  created  a  massive  in- 
crease in  government  debt  of  about 
US$70-80  billion,  mainly  in  the  form 
of  domestic  debt.  It  had  created  a 
huge  fiscal  burden:  of  the  govern- 
ment revenue  in  2003,  almost  25% 
(US$9.4  billion)  was  allocated  for  in- 
terest payment.  Under  the  IMF  pro- 
gram, almost  one  third  of  this  pay- 
ment could  be  rescheduled  through 
the  Paris  Club.  This  is  no  longer  true 
after  Indonesia  exited  the  program 
at  the  end  of  2003,  increasing  the 
government's  immediate  fiscal  bur- 
den by  about  US$3  billion  starting  2004. 

As  such,  the  use  of  fiscal  instru- 
ments to  stimulate  growth  is  very 
limited  for  the  next  few  years.  Neither 
tax-cut  measures  (reducing  revenue) 
nor  fiscal  expansion  (increasing  ex- 
penditure) is  possible  without  incre- 
ased external  financing  (i.e.,  more 


sovereign  debts)  or  domestic  financing 
(i.e.,  government  borrowing  by  is- 
suing bonds).  Both  types  of  fin- 
ancing can  only  provide  a  limited 
avenue  for  reducing  the  fiscal  burden 
significantly. 

And  hence,  for  the  moment,  the 
government  is  left  with  the  monetary 
policy.  In  this  case,  there  are  two 
major  issues:  exchange  rates  and  in- 
terest rates.  On  exchange  rates,  some 
exporters  complain  that  the  stronger 
rupiah  has  eroded  their  competit- 
iveness and  has  become  a  burden  on 
top  of  rising  costs  of  labor  and  utilities. 
The  temptation  would  be  to  use 
monetary  instruments  to  depreciate 
the  rupiah  and  to  promote  exports. 
However,  this  temptation  needs  to 
be  resisted,  lest  it  would  bring  us  back 
to  the  macro  policymaking  regime  of 
the  past,  which  were  always  am- 
bivalent between  macro  stability  and 
export  promotion.  A  better  approach 
would  be  to  keep  the  exchange  rates 
flexible  and  in  line  with  BI's  targeted 
inflation  (i.e.,  use  it  only  to  maintain 


Table  3 

WORKING  CAPITAL  AND  INVESTMENT  CREDITS  GROWTHS  (YEAR-ON-YEAR) 


1997 

1999 

2001 

2002 

2003 

2004 
June 

Investment 

43.00 

-59.22 

12.55 

12.87 

13.74 

24.45 

Working  Capital 

25.20 

-54.38 

7.37 

15.36 

14.25 

19.36 

Consumption 

21.44 

-24.15 

45.75 

36.57 

40.42 

36.44 

Overall 

29.09 

-53.81 

14.35 

18.8 

19.85 

24.43 

Source:  BI 
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Table  4 

DEPOSIT  RATES  REMAIN  BELOW  SBI,  LENDING  RATES  'STICKV 

2002  2003  2004 

Jan     Apr      Jul  Oct  Jan  Apr  Jul  Oct  Jan  Apr  Jun 

SBI(l-mo)             16.9     16.6     14.9  13.1  12.7  11.1  9.1  8.5  7.9  7.3  7.3 

Deposit  (1-mo)  16.1  15.4  14.2  13.1  12.6  11.4  9.0  7.5  6.3  5.9  6.3 
Lending  rate 

(Wk.Cap)  19.3  19.3  19.0  18.6  18.3  17.9  16.9  15.8  15.0  14.5  14.1 
Source:  BI 


stability),  while  using  other  more  ap- 
propriate real  sector  policies  to  promote 
export  through  improved  productivity. 

On  interest  rates,  the  problem  is 
that  businesses,  especially  those  with 
limited  financial  resources,  complain 
that  the  lending  rates  are  still  too  high, 
and  that  banks  do  not  even  want  to 
lend  them  the  money.  Prevailing  un- 
certainties prior  to  the  elections  made 
the  risk  premium  too  high  for  busi- 
ness to  borrow,  and  banks  to  lend.  As 
such,  credits  for  working  capital,  let 
alone  investment  capital,  have  grown 
very  slowly  (Table  3). 

Critics  have  accused  BI  of  being  t 
oo  cautious  in  lowering  the  interest 
rates  using  its  instrument  in  Sertifikat 
Bank  Indonesia  (SBI).  With  SBI  above 
the  deposit  interest  rates,  there  are 
profits  from  the  margin  between  the 
SBI  and  deposit  rates.  With  profits  that 
are  (almost)  risk-free,  much  of  the 
banking  sector,  especially  those  with 
limited  risk  assessment  capability  and 
in  a  situation  of  uncertainty  with  re- 


gard to  true  recovery  of  the  real  sector, 
would  rather  invest  in  SBI  than  in  the 
real  sector  with  riskier  return.  In  other 
words,  SBI  crowds  out  lending  to  the 
real  sector.  Less  money  is  channelled 
to  productive  activities  in  the  real  sector, 
creating  a  standstill  in  the  economy. 

Only  recently,  after  two  seccessful 
elections  which  resulted  in  presid- 
ential candidates  that  are  market- 
friendly,  can  we  see  a  decline  in  the 
risk  premium  as  reflected  in  the  in- 
terest rate  parity.  Falling  real  lending 
rates  and  a  narrowing  of  the  gap  be- 
tween lending  and  deposit  rates  en- 
couraged the  growth  of  credits  for 
productive  activities,  as  shown  in  the 
figures  for  June  2004  in  Tables  3 
and  4. 

STRIKING  THE  BALANCE 

However,  we  are  not  out  of  the 
woods  yet.  Falling  nominal  interest 
rates  accompanied  by  increasing  in- 
flation resulted  in  a  fall  in  real  interest 
rates.  This  explains  the  early  signs  of 
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activities  in  the  real  sector.  The  con- 
cern is  that  a  too  rapid  lowering  of 
the  interest  rates  would  result  in  high 
inflation  -and  we  have  discussed  above 
that  businesses  don't  like  high  inflation. 
The  policy  challenge,  then,  would  be 
to  manage  interest  rates  such  that  they 
can  be  in  line  with  the  government's 
inflation  target. 

How  should  policymakers  do  this? 
Unfortunately,  it  is  ultimately  difficult 
to  gauge  the  optimal  level  of  interest 
rates  — i.e.,  the  level  at  which  growth  is 
maximized  without  adverse  effects 
on  stability.  This  is  even  more  difficult 
to  do  when,  in  addition  to  economics, 
external  shocks  and  politics  adds  to 


the  uncertainty.  That  is  why  BI's  cur- 
rently conservative  stance  is  justified 
— at  least  until  major  uncertainty — 
inducing  events,  including  the  elections, 
are  over. 

But  of  course,  at  the  end  of  the  day, 
fiscal,  and  monetary  policies  are  also 
just  another  uncertainty  factor.  Real 
sector  policies,  particulary  those  af- 
fecting trade  and  investment,  must 
also  provide  the  right  incentives  for 
productive  (instead  of  rent-seeking) 
activities.  Indeed,  for  the  past  couple 
of  years,  it  was  these  policies  — and 
not  really  the  macro  policies —  that 
many  analysts  deemed  responsible  for 
the  feeble  growth. 
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De-industrialization 

Haryo  Aswicahyono 


OVER  the  past  nine  months, 
inflation  and  interest  rates  have 
continued  to  fall.  Fiscal  con- 
solidation, bank  and  corporate  sec- 
tor restructuring  is  continuing,  while 
capital  outflow  has  turned  into  an  in- 
flow. Favorable  macroeconomic  con- 
ditions have  been  translated  into  pos- 
itive consumer  confidence  and  busi- 
ness sentiment. 

However,  there  is  little  evidence  that 
increasing  macroeconomic  stability 
and  reduced  vulnerability  is  being 
translated  into  higher  growth.  Growth 
has  been  mainly  driven  by  consumpt- 
ion, while  investments  and  exports 
weakened  and  the  slowdown  in  manu- 
facturing growth  continues  to  drag 
down  overall  growth.  It  is  likely  that 
Indonesia  may  be  settling  into  a  me- 
dium-to-low growth  equilibrium  un- 
less measures  are  taken  to  invigorate 
exports  and  the  manufacturing  sector. 

THE  EVIDENCE 

One  of  the  important  factors  be- 
hind the  modest  growth  performance 
is  the  weakening  of  the  manufactur- 
ing sector.  The  following  figures  and 


tables  clearly  indicate  the  decelerating 
trend  in  manufacturing  growth  (year- 
on-year)  since  the  first  quarter  of  2000. 

Prior  to  the  crisis,  manufacturing 
industries  were  growing  at  a  rate  of  10% 
per  annum,  much  higher  than  the  over- 
all rate  of  GDP  growth.  The  growth 
rate  declined  considerably  to  a  meager 
3.8%  during  2000-2003.  The  weaken- 
ing of  the  manufacturing  sector  took 
place  across  the  board,  notably  in 
large  resource  intensive  sectors,  such 
as  petroleum  and  gas;  food,  beverages 
and  tobacco;  wood  and  wood  products; 
and  paper  and  printing.  However, 
amidst  the  gloomy  picture,  we  wit- 
nessed an  outstanding  performance 
by  chemical  industries,  transport 
equipment,  and  other  manufacturing 
products. 

GENERAL  EXPLANATION 

Recent  literature  on  de-industrial- 
ization usually  refers  to  a  pheno- 
menon in  developed  countries  in 
which  employment  and  value  added 
in  manufacturing  as  a  share  of  total 
employment  and  value  added  de- 
clined dramatically  during  the  later 
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Figure  1 


AGGREGATE  AND  DETAILED  MANUFACTURING  GROVmi 


Year  on  year  manufacturing  growth  (Aggregate) 


Year  on  year  manufacturing  growth  (Detailed) 
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PE-INDUSTRIAUZATION  (Aswicahyono)  

Stage  of  industrialization.  The  literature 
also  suggests  that  de-industrialization 
is  not  necessarily  a  symptom  of  the 
failure  of  a  country's  manufacturing 
sector.  On  the  contrary,  de-industri- 
alization is  simply  the  natural  outcome 
of  successful  economic  development 
and  is  usually  associated  with  rising 
living  standards. 

However  this  explanation  shed 
little  light  on  the  phenomenon  that 
occurred  in  Indonesia  recently.  De- 
industrialization  in  Indonesia  is  the 
result  of  shocks  to  the  system  such 
as  a  sudden  dropped  in  investment, 
or  declining  productivity  in  the  man- 
ufacturing sector_^(see  Figure  1).  Manu- 
facturing productivity  increased  very 
rapidly  (40%)  during  1993-1997  period. 
It  then  sharply  declined  by  18%  during 
1997-2001  period,  as  shown  in  Figure  2. 

In  several  major  manufacturing 
sectors,  such  as  textile  and  garment 
and  wood  products,  growth  has  de- 
celerated even  prior  to  the  crisis.  For 
example,  a  study  conducted  by 
Mari  Pangestu.ior  the  Institute  of  De- 
veloping Economies  (IDE,  1997)  showed 
a  sharp  decline  in  productivity  in 
weaving  and  spinning  industry  during 
1990-1993  period.  Pangestu  further 
suggested  that  the  decline  in  invest- 
ment in  the  sectors  was  partly  re- 
sponsible for  the  declining  product- 
ivity of  the  sector. 
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SPECIFIC  FACTORS 

Unnecessary  Costs 

Even  though  an  Indonesian  firm 
is  very  efficient  and  exchange  rate, 
labor  and  capital  costs  are  competitive 
in  the  world  market,  if  it  faces  cons- 
iderable transaction  costs,  such  as 
transport  costs  and  bureaucratic  costs, 
the  costs  faced  by  domestic  consumers 
will  be  high  and  exports  will  be- 
come uncompetitive.  There  are  num- 
erous studies  showing  that  transact- 
ion costs  in  Indonesia  are  high. 

Status  Quo 

As  far  back  as  the  1940s,  Schum- 
peter  warned  that  adjustment  in  re- 
sponse to  economic  shock  requires  a 
painful  creative  destruction  process, 
during  which  resources  must  be  re- 
allocated away  from  the  "sick"  parts 
of  the  economy  to  the  "healthy"  ones. 
Such  creative  destruction  requires 
a  flexible  factor  markets  and  soph- 
isticated institutions  that  can  handle 
innumerable  transactions  to  create 
and  destroy  production  units  efficiently. 

Growing  Protectionism 

One  of  the  most  damaging  effects 
of  protection  is  that  it  prevents  the 
growth  of  the  dynamic  sectors  and 
promotes  a  status  quo.  Unfortunately, 
we  have  recently  witnessed  a  trend 
toward  a  more  protectionist  trade 
regime.  The  Survey  of  Recent  Devel- 
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opments  (Bulletin  for  Indonesian  Eco- 
nomic Studies  39,  no.  3,  2003)  stated 
that  these  protectionist  measures 
include  such  things  as  the  re-impos- 
ition of  a  number  of  non-tariff  barriers, 
new  valuation  procedures  as  goods 
pass  through  customs,  import  licens- 
ing and  antidumping  measures. 

Financial  Jntennediary 

As  mentioned  earlier,  another  factor 
that  is  essential  to  the  adjustment  pro- 
cess is  the  resumption  of  lending, 
which  in  turn  depends  on  lending 
rates.  Lending  rates  have  been  stub- 
bornly high  despite  the  decline  in  SBI 
rates  noted  above.  The  abovemen- 
tioned  report  argues  this  could  be 
the  result  of  a  number  of  factor:  (1) 
due  to  past  trauma,  banks  prefer  to 
increase  their  interest  spread  in  oi  Jer 
to  strengthen  their  balance  sheets;  (2) 
banks  may  now  insert  higher  risk 
premiums  in  theii  loan  pricing;  (3) 
banks  may  also  be  cautious  of  sudden 
reversals  in  sentiment  with  con- 
comitant large  capital  outflows;  and  (4) 
lack  of  confidence  in  the  legal  system 
in  protecting  property  rights. 

Labor 

Finally,  creative  destruction  also 
requires  a  flexible  labor  market,  where- 
by the  growing  sectors  may  absorb 
labor  released  by  the  shrinking  sectors. 
These  include  a  rational  minimum 
wage  which  reflects  labor  product- 
ivity, reasonable  severance  pay,  and 


a  fair  dismissal  process  not  only  for 
labor  but  also  for  firms.  In  this  re- 
gard, Indonesia's  draconian  labor  law 
is  inimical  to  the  recovery  process. 

Implications  and  The  Way  Forward 

Continued  de-industrialization  has 
important  implications  for  long- 
term  growth  prospects.  According  to 
the  theory  of  asymptotic  stagnancy, 
over  time,  the  long-term  average  rate 
of  growth  will  be  determined  by  the 
activity  in  which  growth  is  slowest. 

If  manufacturing,  supposedly  tech- 
nologically progressive,  is  losing  its 
dynamism,  the  economy-wide  growth 
rate  in  the  long  run  will  be  deter- 
mined increasingly  by  the  even  lower 
productivity  growth  in  services.  More- 
over, increased  manufacturing  pro^ 
ductivity  will  continue  to  be  important 
as  it  provides  spillover  effects  to  pro- 
ductivity growth  in  services. 

The  return  to  a  high  economic 
growth  path  seems  to  hinge  not  on 
new  initiatives  in  industrial  policy  in 
which  the  government  picks  the 
wiimers  and  caters  to  specific  interest 
gpeup^"  Given  the  poor  quality  of  our 
institutions,  it  is  quite  likely  that  the 
government  will  only  pick  losers  and 
will  encourage  corruption.  What  In- 
donesia needs  is  a  return  to  orthodox 
competition  based  upon  rational  eco- 
nomic policies,  guarded  by  efficient, 
accountable  and  transparent  institut- 
ions. 


Investment 

Imelda  Maidir  and  Raymond  Afje 


THE  prospect  for  a  rise  in  in- 
vestment in  the  near  future 
rernains  slim.  Since  the  crisis 
investment  has  plummeted.  In  ad- 
dition, the  government  was  widely 
criticized  for  its  lackluster  response 
to  widespread-calls  to  cut  red  tape 
and  make  the  country  more  attractive 
to  investors.  The  "wait  and  see"  ap- 
proach taken  by  investors  in  this 
election  year  is  likely  to  continue  imtil 
the  new  government  is  securely  in 
place. 

One  of  the  reasons  behind  the 
country's  poor  economic  performance 
is  the  lack  of  new  investment,  private 
investment  in  particular.  Private  and 
government  consumptions  have  been 
the  backbone  of  economic  growth 
thus  far.  This  is  not  sustainable.  Other 
crisis-hit  countries  in  Asia  have  turned 
to  exports  and  investment  as  the  en- 
gines of  their  economic  growth.  The 
country  needs  at  least  6  percent 
growth  to  be  able  to  absorb  the  an- 
nual new  labor  force  of  about  2  million 
people. 


RECENT  DEVELOPMENT 

The  level  of  greenfield  investments 
is  far  below  that  of  pre-crisis.  The  up- 
surge in  approved  FDI  in  2000-2001 
turned  out  to  be  unsustainable.  The 
corresponding  figures  for  domestic 
investment  approvals  showed  a  sim- 
ilar trend.  The  concern  caused  by  a 
sharp  drop  to  around  US$10  bn  and 
US$3  bn  of  approved  FDI  and  dom- 
estic  investments,   respectively,  in 

2002  forced  the  government  to  declare 

2003  as  the  'Year  of  Investment'.  The 
government's  aim  was  to  introduce  pol- 
icies to  attract  investments. 

Yet  investment  remains  virtually 
stagnant.  This  is  evident  from  the 
fact  that  import  of  capital  goods, 
which  indicates  realized  greenfield 
investment  and  reinvested  earnings, 
remained  stagnant  (Figure  1).  In  ad- 
dition, credits  for  investment  and 
working  capital  have  been  declining 
sharply  since  mid  2003.  This  suggests 
that  both  foreign  and  domestic  com- 
panies are  still  reluctant  to  expand 
their  businesses. 
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Figure  1 

INVESTMENT  TRENDS,  1995-2003  (US$  BILLION) 
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Approved  FOI  niHi  Approved  Domestic  Inv  — a — Imports  of  Capital  Goods 
Source:  Board  of  Investment  (BOI),  Central  Board  of  Statistics  (CBS) 

Table  1 

SELECTED  INDICATORS  OF  FDI  AND  PRODUCTION  (BOP  BASIS),  2000-2002 


Item  Value  at  current  prices  Annual  growth  rate 

($  billion)  (%) 


2000 

2001 

2002 

2001 

2002 

FDI  inflows 

-4.5 

-3.3 

-1.5 

27 

54 

of  which: 

Equity 

1.0 

0.7 

1.8 

-30 

157 

Other  capital*) 

-5.4 

-3.9 

-3.3 

28 

15 

Reinvested  earnings 

Cross-border  M&As 

0.8 

3.5 

2.8 

338 

20 

Outstanding  FDI 

60.6 

57.4 

55.8 

-5 

-3 

as  a  percentage  of: 

GDP 

40.4 

39.5 

32.2 

Gross  fixed  capital 

-14.3 

-10.8 

Source:  UNCTAD,     *)  consists  maiiUy  of  intra-company  loans. 
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Moreover,  net  FDI  flows  have  beer\ 
r\egative  for  many  years.  In  terms  of 
financial  component  of  FDI,  repay- 
ments of  intra-firm  loans  have  been 
noticeably  large  since  1999.  A  large 
portion  of  FDI  probably  relates  to 
repayments.  Thus,  short-term  capital 
inflows  do  not  have  a  significant  im- 
pact on  the  real  sector. 

A  closer  look  at  trade  data  shows 
that  FDI  has  been  less  important  in 
driving  export  as  evident  from  the 
contribution  of  FDI  to  export.  Accord- 
ing to  the  World  Investment  Report 
(UNCTAD,  2003),  between  1990-2000 
the  contribution  grew  by  around  2,5% 
at  an  armual  rate,  much  less  than  that 
of  China,  where^  the  contribution  was 
about  15%  during  the  same  period. 
Moreover,  China  has  received  around 
6  times  as  large  FDI  as  that  of  Indone- 
sia. The  share  of  FDI  inflows  went  to  a 
broad  range  of  manufacturing  indus- 
tries, although  increased  attention  is 
given  to  services  and  oil  and  gas  sector. 

With  regard  to  manufacturing,  for- 
eign investment  takes  place  primarily 
in  low  value-added  products.  In  this 
category  the  spillovers  are  insignific- 
ant. In  contrast,  China  has  become  a 
global  hub  for  industries  that  produced 
high  value-added  goods.  In  other  words, 
FDI  inflows  to  Indonesia  is  still  driven 
mainly  by  relatively  low  labor  cost. 

Recent  downturn  in  foreign  invest- 
ment was  associated  with  the  declining 


value  of  cross  border  large  M&As  in 
2002,  amounting  to  US$2,8  bn,  com- 
pared to  US$3,5  bn  in  2001  (Table  1). 
In  the  post-crisis  period,  merger  and 
acquisitions  involved  numerous  en- 
terprises listed  in  Jakarta  Stock  Ex- 
change because  many  domestic  com- 
panies have  collapsed. 

THE  WAY  FORWARD 

Deregulation  and  institutional 
changes  do  matter,  but  require  time. 
Needless  to  say,  while  progress  is 
gradually  being  made,  right  now  the 
effects  are  not  yet  visible.  One  possible 
impediment  to  investment,  both  for- 
eign and  domestic,  is  the  prevailing 
high  transactions  cost.  This  high  trans- 
actions cost  in  turn  are  a  result  of 
various  impediments  as  listed  below 
(Table  2). 

It  is  interesting  to  note  that  a  sur- 
vey on  investment-related  costs  shows 
that  in  this  regard,  Jakarta  fares  re- 
latively well  compared  to  Kuala  Lum- 
pur and  Shanghai  (see  Table  3).  This 
indicates  that  other  transaction  costs 
have  driven  up  operating  expenses 
of  Indonesian  companies.  A  study 
by  the  Institute  for  Economic  and 
Social  Research  at  the  University  of 
Indonesia  (LPEM-FEUI)  also  produced 
the  same  conclusion.  It  shows  that 
bribery  alone  is  no  longer  an  efficient 
means  to  cut  transactions  costs  as- 
sociated with  the  bureaucracy.  At 
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present,  in  line  with  the  distribution 
of  power,  corruption  has  also  become 
more  evenly  distributed. 

Finally,  it  is  important  to  ensure 
that  investment  in  general  provides 


full  economic  benefits.  Hence,  in  ad- 
dition to  economic  growth,  the  govern- 
ment needs  to  promote  policies  that 
help  improve  technological  capabilities 
and  local  skills. 


Table  2 


THE  IMPEDIMENTS  OF  BUSINESS  ACTIVITIES  IN  INDONESIA 

Issues 


KADIN 


International 
Business  Chamber 


Japan  Club 
Foundation 


Association  (s)  and 
SMEs 


Ambiguous  Law  No.  13/2003  on  labor  issues  are  potential  source 

of  conflict  and  require  discussion  with  stakeholders. 

E.g.:  Outsourcing  of  labor,  regulation  on  overtime  work  and 
wages,  structure  and  scale  of  wages,  and  subcontracting  wages. 

1.  Uncertainty  as  the  outcome  of  confusing,  unrealistic,  and  uneces- 
sary  regulations  (e.g.  investment  law  proposed);  New  laws  do  not  in 
themselves  attract  new  investors.  What  the  proposed  new  in- 
vestment law  does  not  change,  but  rather  reinforces,  is  the  concept 
of  approval,  which  is'  bureaucratic  control  of  power,  in  place  of 
the  preferable  concepts  of  registration  and  empowerment  of  the 
investor; 

2.  Infrastructure;  roads,  water  and  waste,  transportation  and  tele- 
communication 

1.  Teixation  admirustration: 

E.g.:  'low  rate  high  compliance'  of  income  tax; 

Simplifying  the  installment  payment  system  of  tax  and  refunding 
term  of  VAT  which  burden  on  the  companies  both  in  cash  flow  and 
docxmientation  work. 

2.  Custom  clearence  service; 

3.  Public  service  related  to  tax  and  customs. 

1.  High  licensing  requirements  for  SMEs  necessitate  one-roof 
facilities; 

Treatment  of  import  duty  and  luxury  tax  needs  to  be  rationalized; 
No  incentive  to  manufacture  in  Indonesia  because  produced 
-value  added-  cannot  compete  with  the  imported  finished  products; 
Custom  price  check  and  refund  procedure  is  burdensome  on  cash 
flow,  e.g..  The  custom  office  has  the  right  to  a  post  audit  for  im- 
ported products  and  can  fine  the  owed  import  duty  +5  times; 

Firms  can  file  a  complaint  BUT  have  to  deposit  the  full  amount 

of  the  fines  with  the  Bank  Guarantee; 
Once  the  complaint  is  granted,  it  does  not  gurantee  that  the  same 
product  at  the  same  declared  price  will  not  be  audited  again; 


2. 
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The  cash  flow  requred  to  run  the  business  with  this  Bank 
Guarantee  requirements  is  a  lot  for  any  SME. 

4.  Simplify  tax  audit  and  objection  procedure  to  help  firms  avoid 
penalties;  e.g.:  This  year's  tax  refund  is  withheld  until  next  year;  and 
a  lot  of  gray  areas  leave  it  too  much  open  to  interpretation.  While 
the  gray  area  subject  is  being  argued,  the  tax  officers  have  tre- 
mendous power  to  impose  their  interpretation  by  forcing  firms 
to  pay  the  disputed  fine  up  front. 

5.  Simplify  requirements  for  SMEs  to  access  bank  loans,  e.g..  High 
interest  rate  of  above  16.5%  per  armum  for  any  type  of  loan  from 
banks;  locally  recognized  land  claims  based  on  traditional  rights 
carmot  be  used  as  collateral;  and  the  conversion  to  national  land 
title  Can  lake  up  four  years  at  sometimes  huge  expense. 

Source:  National  Economic  Recovery  Committee  (KPEN). 


Table3  ^MBBBfc 

COMPARISON  OF  OTHER  COSTS  -  SELECTED  MAJOR  CITIES 

IN  ASIA,  2001  (US$) 


Jakarta 

Shanghai 

Kuala  Lumpur 

Industrial  estate  (land)  purchase  rate  per  sq.  m 

45-60 

25 

49-99 

Telecom  charge  -  basic  per  min 

0.01 

0.01 

0.01 

Electricity  rate  for  business  use  -  charge  per  kWh 

0.04 

0.03-0.09 

0.05 

Container  transport  (plant,  nearest  port,  Yoko- 

hama port) 

820 

700- 

884 

Value  -  added  tax  (%) 

10 

17 

5 

Source:  JETRO 


Financial  Reform 

Raymond  Atje,  Puspa  Delima  Atnri  and  Nancy  K.  Suhut 


The  Indonesian  Banking  Re- 
structuring Agency  (IBRA) 
has  just  been  dissolved.  It  was 
established  in  1998  with  the  objective 
of  minimizing  the  losses  from  the 
systemic  failure  of  the  banking  sector. 
Six  years  later,  the  condition  of  the 
country's  financial  sector,  the  banking 
sector  in  particular,  remains  precarious. 
A  number  of  recent  events  serve  as 
a  reminder  of  this  observation.  While 
IBRA  has  been  officially  closed  down, 
a  number  of  unfinished  tasks  remain, 
such  as  the  incomplete  process  of 
assets  disposal  and  bank  divestment. 
An  interim  institute,  the  Asset  Man- 
agement Company  {Pusat  Penjualan 
Aset/FPA),  was  set  up  to  divest 
IBRA's  remaining  assets,  including 
Permata  Bank.  Between  April  and  May 
2004,  four  ailing  banks,  i.e..  Bank 
Asiatic,  Bank  Dagang  Bali,  Bank  Pra- 
sidha  Utama  and  Bank  Ratu  were 
closed  down.  The  official  explanation 
for  the  closures  was  that  the  two  banks' 
capital  adequacy  ratios  (CAR)  have 
dropped  far  below  the  minimum  limit 
of  8%.  Prior  to  that  two  major  banks 
i.e..  Bank  Negara  Indonesia  (BNI)  and 
Bank  Rakyat  Indonesia  (BRl),  were 


rocked  by  scandals.  The  larger  of  the 
two,  the  BNI  scandal,  involved  US$200 
million,  which  was  allegedly  released 
by  a  small  branch  of  the  bank  to  a 
local  company  against  fake  letters  of 
credit.  Meanwhile,  internal  supervision 
at  the  BRI  has  uncovered  a  fraud  in- 
volving around  US$35  million.  In  this 
case,  loans  have  been  disbursed  with 
fictitious  deposits  as  collateral.  Ironic- 
ally, the  scandal  came  to  light  less  than 
one  month  after  the  successful  public 
listing  of  the  bank.  Elsewhere  in  the 
financial  sector,  the  mutual  fund  in- 
dustry also  encountered  a  serious 
problem  when  Prima  Investa,  the 
country's  largest  fund  manager  was 
reported  to  face  massive  redemptions. 

CONSOLIDATING  THE  BANK- 
ING SECTOR 

A  closer  look  at  the  financial 
sector  reveals  a  number  of  interesting 
features.  One  is  in  regard  to  the  struc- 
ture of  the  banking  sector.  Although 
many  banks  were  liquidated  during 
the  crisis,  the  number  of  banks  re- 
mains considerably  high  (135  banks, 
as  of  May  2004).  However,  the  in- 
dustry is  highly  concentrated  (see 
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Figure  1 

PERFORMANCE  INDICATORS  OF  THE  10  LARGEST  BANKS  IN  INDONESIA 


(in  Mn  Rp) 
260  f; 
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Source:  Infobank  (2003),  *as  of  September  2003. 


Figure  1).  As  of  September  2003,  the 
share  of  the  four  largest  banks  in 
terms  of  total  asset  was  .  around  53.2% 
while  the  share  of  the  ten  largest  banks 
was  about  69.3%.  The  prevailing 
view  among  many  pundits  is  to 
further  consolidate  the  banking 
sector  through  mergers.  It  has  been 
argued  that  mergers  can  increase  ex- 
pected future  profits  either  by  re- 
ducing expected  costs  or  by  increasing 
expected  revenues. 

Economies  of  scale  and  economies 
of  scope  resulting  from  a  larger  bank 
are  among  the  factors  that  may  lead 
to  reduction  in  costs.  Mergers  can  also 
lead  to  increased  revenues  because  a 
bigger  size  allows  a  bank  to  better 
serve  larger  customers;  increase  pro- 


duct diversification  that  offer  cus- 
tomers a  "one-stop  shopping";  in- 
creased size  or.  market  share  that 
makes  it  easier  to  attract  customers. 
One  proposal  to  encourage  consolidat- 
ion is  by  increasing  the  minimum  CAR 
level.  A  higher  level  of  capital  require- 
ment would  imply  serious  initial 
commitment  of  owners  who  want  to  be 
in  the  banking  business.  Arguably, 
further  consolidation  is  needed, 
either  through  mergers  or  acquisitions, 
to  enable  banks  to  withstand  intense 
competition  that  is  likely  to  happen 
in  the  coming  years. 

The  aforementioned  benefits  of 
large  banks  need  to  be  measured 
against  potential  drawbacks  of  mer- 
gers. Mergers  increase  market  con- 
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centration,  which  may  sometimes  en- 
hance monopoly  power,  allowing 
these  banks  to  increase  profits  by  set- 
ting prices  at  less  favorable  to  cus- 
tomers. Moreover,  bigger  banks  are 
not  necessarily  more  efficient  than 
smaller  ones,  as  the  recent  banking 
crisis  readily  demonstrated.  A  study 
by  George  Fane  and  Ross  McLeod 
from  the  Australian  National  Uni- 
versity (2001),  for  instance,  argued 
that  most  of  the  banks  that  survived 
the  crisis  were  relatively  small  in  size. 
It  needs  to  be  stated,  however,  that 
before  the  crisis  most  of  the  larger 
banks  were  either  state-owned  or  af- 
filiated with  big  corporations,  e.g., 
BCA  with  Salim  Group  and  BII  with 
Sinar  Mas  Group.  State-owned  banks 


were  among  the  poorly  managed 
banks,  while  affiliation  between  banks 
and  big  corporation  led  to  agency 
problems,  e.g.,  violation  of  legal  lend- 
ing limits  to  affiliated  compaiues. 

Perhaps  a  more  important  issue 
that  needs  to  be  considered  before 
promoting  further  consolidation  in  the 
banking  sector  is  the  blanket  guar- 
antee. Arguably,  the  guarantee  can  in- 
crease moral  hazard-related  problems 
in  the  banking  sector.  Six  years  after 
the  crisis,  the  blanket  guarantee  is  still 
there.  It  covers  all  liabilities  of  the  do- 
mestic commercial  banks  and  rural 
banks  to  depositors  as  well  as  to 
creditors.  The  government  will  begin 
to  phase  out  the  guarantee  only  after 
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Source:  Infobank  (2003),  as  of  September  2003. 
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a  deposit  insurance  institution  has 
been  established.  There  are  at  least 
two  issues  associated  with  the  pro- 
longed use  of  the  guarantee.  The  first 
is  how  to  prevent  moral  hazard  prob- 
lems to  emerge.  In  this  case,  there  is 
no  substitute  for  consistent  enforce- 
ment of  prudential  regulations  on  the 
part  of  BI. 

The  second  concerns  the  best  way 
to  phase  out  the  guarantee.  Actually, 
in  line  with  the  gradual  improvement 
in  the  conditions  of  the  banking  sector 
the  government  could  at  least  begin  to 
gradually  phase  out  guarantees  on 
certain  types  of  banks  liabilities  to 
creditors.  Under  the  law,  the  govern^ 
ment  should  announce  such  a  plan 
six  months  in  advance  and,  hence,  the 
government  would  have  enough  time 
to  assess  the  likely  market  reactions 
to  the  plan. 

Bigger  banks  are  likely  to  exacer- 
bate the  moral  hazard  problem  through 
a  "too-big-to-fail"  syndrome.  In  ad- 
dition, it  is  also  important  to  avoid 
mergers  through  coercive  measures 
and  let  market  forces  do  the  job.  A 
merger  by  coercion  does  not  neces- 
sarily create  a  better  bank,  as  the  case 
of  Bank  Mandiri  clearly  indicates.  It 
may  also  be  added  that  there  is  a  need 
to  further  reduce  government  control 
of  the  banking  sector.  Past  experience 
suggests  that  consistent  good  perform- 
ances of  state  banks  cannot  be  taken 
for  granted.  An  implicit  government's 
guarantee,  even  without  blanket  guar- 


antee or  deposit  guarantee,  may  induce 
state  hapks  to  behave  imprudently.  The 
government  therefore  needs  to  ex- 
pedite the  privatization  of  the  state 
banks. 

WHY  ARE  BANKS  NOT  LENDING? 

The  other  feature  of  Indonesia's 
financial  sector  relates  to  the  proviso- 
ion  of  credits  by  banks.  The  primary 
function  of  financial  intermediaries 
is  to  facilitate  the  transfer  of  funds 
from  depositors  to  the  best  users  that 
in  turn  will  accelerate  growth  and  im- 
prove economic  performance.  There 
have  been  some  concerns  that  banks 
are  still  reluctant  to  extend  loans  to 
corporate  sectors.  At  the  end  of  Sep- 
tember 2003,  loan  to  deposit  ratios 
(LDR)  among  the  ten  largest  banks 
ranged  between  20.8%  and  71.4%  (see 
Figure  2).  Before  the  crisis  the  average 
LDR  was  around  135%.  One  posisible 
reason  is  that  banks  prefer  to  hold 
Bank  Indonesia's  certificates  {Serti- 
fikat  Bank  Indonesia /SBl)  as  the  pre- 
vailing SBI  rates  remain  relatively 
high.  However,  the  SBI  rates  have 
been  falling  as  inflation  pressures  di- 
rninish. 

Another  possible  reason  is  that 
either  corporations  have  limited  capa- 
city to  absorb  more  loans  or  the 
overall  transactions  cost  is  still  too 
high  for  new  investments  to  be  pro- 
fitable. Bank  Indonesia  data  show  large 
discrepancies  between  loan  approvals 
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Figures 

APPROVAL  AND  DISBURSEMENT  OF  NEW  LOANS 


2002  Q1 


04      2003  Q1  02 


I  Loan  Approval 


I  Loan  Disbursement 


—  Proportion 


Source:  Bank  Indonesia  (2004).   *Up  to  November  2003 


and  loan  disbursements  in  recent 
months  (see  Figure  3). 

The  issue  concerning  SBI  is  quite 
dilemmatic.  On  the  one  hand,  BI  may 
want  to  be  very  careful  in  lowering 
the  rate  too  fast .  so  as  not  to  trigger 
higher  inflation,  especially  with  in- 
creased inflationary  pressures  through- 
out the  first  half  of  2004.  Ori  the  other 
hand,  it  will  be  difficult  for  banks  to 
raise  deposit  rate  until  the  existing 
excess  liquidity  starts  to  dissipate.  One 
possibility  is  for  banks  to  improve 
their  efficiency  by  trying  to'  reduce 
costs  of  their  services.  At  the  moment 
the  average  net  interest  margin  (NIM), 
which  reflects  the  cost  of  the  banking 
sector  service  and  hence  also  indicates 
the  banking  sector's  efficiency,  is  re- 
latively high.  Net  interest  margins 


among  the  ten  largest  banks  ranged 
between  2.5%  and  9.2%,  implying  in- 
efficiency in  those  banks  (see  Figure  1). 

STRENGTHENING  SUPERVISION 

.  Still  another  important  feature  is 
the  absence  of  independent  super- 
visory agencies  for  the  capital  markets 
and  the  insurance  industry.  Bape- 
pam  {Badan  Pengawasan  Penanaman 
Modal),  the  capital  market  super- 
visory agency,  is  embedded  in  the 
miitistry  of  finance,  and  for  that  reason 
it  becomes  liable  to  any  pressure  from 
the  government.  It  also  appears 
that  Bapepam  is  deficient  in  its  super- 
visory capacity  as  the  Lippo  Bank 
case  suggests.  The  case  involved  the 
issuance  of  two  different  third  quarter 
2002  financial  reports  by  Lippo  Bank, 


FINANCIAL  REFORM  (Atje^  Amri  and  Suhut) 

both  claimed  to  audited.  One  report 
depicted  Lippo  Bank  as  a  healthy  bank 
while  the  other  showed  the  bank  was 
short  of  capital.  Initially,  neither  the 
Jakarta  Stock  Exchange,  where  Lippo 
Bank  was  listed,  nor  Bapepam  as  the 
stock  market  supervisory  agency,  saw 
any  potential  fraud  associated  with 
those  reports.  Only  after  intensified 
media  exposure  was  the  bank  reprim- 
anded by  the  two  agencies. 

'  Finally,  just  like  the  capital  market, 
the  insurance  industry  is  also  in  great 
need  of  an  independent  and  effective 
regulatory  and  supervisory  agency. 
At  the  moment,  it  is  the  Directorate  of 
Ir\surance  and  Ministry  of  Finance  that 
assume  these  tasks.  Like  Bapepam,  the 
Directorate  lacks  the  capacity,  i.e., 
human  resources,  to  do  the  job  effect- 
ively as  reflected  in  the  case  involving 
PT  Manulife  Indonesia,  an  insurance 
company.  PT  Manulife  Indonesia  is 
the  fourth  largest  joint  venture  insurer 
in  Indonesia,  with  over  10  percent 
market  share  in  the  county's  life  in- 
surance market. 

Manulife's  case  began  after  the 
Canadian-based  insurance  giant  pur- 
chased its  ex-partner's,  Dharmala 
Sakti  Sejahtera  (DSS),  40%  shares  in 
the  company  at  an  auction  ran  by 
Ministry  of  Finance.  DSS  later  accused 
the  Canadian-based  company  of 
fraught  and  took  the  case  to  the  South 
Jakarta   District   Court.   The  court 
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declared  PT  Manulife  Indonesia 
bankrupt.  However,  under  the  in- 
surance law  it  is  the  Directorate  of 
Insurance  that  has  the  authority  to 
declare  an  insurance  company  bank- 
rupt. In  its  resporlse  to  an  appeal  ,fi:Dm 
the  company,  the  Supreme  Court 
overturned  the  district  court  decision 
and  the  judge  involved  is  under  in- 
vestigation for  possible  corruption. 
This  case  is  a  clear  example  of  in- 
effective regula^tory  agency,  i.e.,  the 
Directorate  of  Insurance,  and  a  corrupt 
justice  system.  It  should  also  be  noted 
that  the  Directorate  is  prone  to  con- 
flict of  interests,  especially  when 
dealing  with  state-owned  insurance 
companies. 
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Poverty  Alleviation  and  Social 
Insurance  Policy: 

Past  Lessons  and  Future  Challenges 

Ari  A.  Perdana 


POVERTY  INCIDENCE:  BEFORE 
AND  AFTER  THE  ECONOMIC 
CRISIS 

THE  reduction  of  absolute  pov- 
erty was  one  of  the  most  signif- 
icant achievements  of  the  New 
Order  government.  In  the  mid  1970s, 
more  than  50  million  people,  or  ciround 
40%  of  the  population,  were  living 
below  the  poverty  line.  In  the  late  1980s 
and  €arly  1990s,  poverty  incidence 
was  reduced  to  below  30  million  or  less 
than  20%  of  the  total  population.  In 
1996,  a  year  before  the  onset  of  the  eco- 
nomic crisis,  the  poverty  level  had  been 
reduced  to  around  11%  of  the  population. 

The  New  Order's  success  in  re- 
ducing poverty  has  been  attributed 
to  rapid  economic  growth.  According 
to  a  UK-based  economist,  Anne 
Booth,  in  her  2000  article  in  the  Bul- 
letin of  Indonesian  Economic  Studies 
(BIES),  this  was  more  prevalent  after 
the  mid  1980s,  following  a  series  of 
structural  adjustment  policies.  These 
policies  included  privatization  and 


economic  deregulation,  combined 
with  rural  development  and  employ- 
ment programs.  The  real  gains  in 
poverty  reduction,  and  the  accom- 
panying significant  improvement  in 
a  key  range  of  socio-economic  in- 
dicators —  such  as.  declining  infant 
mortality,  rising  school  enrolments 
and  literacy  rates,  nutrition  and  living 
standards,  were  achieved  against 
a  backdrop  of  sustained  economic 
growth  and  the  general  improvement 
and  expansion  of  public  infrastructure 
and  commimity  social  services. 

This  strategy  has  to  be  reassessed 
after  the  onset  of  the  economic  crisis. 
It  appeared  that  the  combined  flow- 
on  effects  of  the  meltdown  in  the  fin- 
ancial sector  had  wiped  out  much 
of  the  gains  of  the  past  three  decades. 
The  sudden,  alarming  increase  in 
poverty  made  it  imperative  to  put  in 
place  some  special  assistance  measures 
for  those  who  are  most  exposed  and 
are  at  risk.  As  Indonesia  does  not 
have  an  effective  social  security  sys- 
tem that  could  offer  protection  for 
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the  poor  and  the  most  vulnerable 
during  a  period  of  sudden  economic 
shock,  there  were  grave  fears  about 
the  social  consequences  of  the  crisis, 
especially  as  there  was  a  surge  in  the 
prices  of  basic  commodities,  such  as 
foodstuffs  during  1998  and  real  wages 
fell  by  about  one  third,  as  explained 
by  CSIS  economist  Tubagus  Feridha- 
nusetyawan  (2000). 

After  the  1997  economic  crisis,  the 
number  of  households  living  below 
the  poverty  line  increased  substanti- 
ally. This  was  the  result  of  lower 
real  incomes  and  the  absence  of  an 
effective  social  safety  net.  Lower  real 
wages  were  a  result  of  a  rapid  in- 
crease in  prices  rather  than  declining 
nominal  wages,  since  in  many  cases 
nominal  wages  increased  during  the 
crisis.  Higher  prices  also  meant  lower 
purchasing  power.  Consequently,  many 
people  found  it  difficult  to  maintain 
the  same  minimum  standards  of  living 
that  they  had  experienced  in  the  pre- 
crisis  period. 

Table  1  presents  the  results  of  the 
official  headcount  poverty  calculat- 
ion.^ It  shows  that  the  crisis  had 
raised  the  number  of  people  living  be- 
low the  poverty  line  from  34.5  million 


The  official  headcount  poverty  figure 
is  published  by  the  Central  Bureau  of  Sta- 
tistics {Badan  Pusat  Statistik /BPS).  Their 
poverty  rate  calculations  are  based  on  the 
annual  National  Socio-Economic  Survey 
{Survey  Sosial  Ekonomi  Nasional/SIJSENAS). 
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(17.7%  of  total  population)  in  1996  to 
49.5  million  (or  24.2%I  in  1998.^  After 
reaching  a  peak  in  1998,  poverty  fi- 
gures began  to  decline  in  the  following 
years.  A  reduction  in  food  prices  from" 
the  second  quarter  of  1999,  contributed 
significantly  to  this  trend,  with  the  pov 
erty  line  falling  by  2  and  6  percentage 
points  in  urban  and  rural  areas,  respec- 
tively.^ The  incidence  of  poverty  con- 
tinued to  decline  slightly  in  2001.  As  the 
economy  continued  to  recover,  the  aver- 
age real  incomes  of  the  poor  also  began 
to  rise.  Hence,  although  the  poverty 
line  also  rose,  increases  in  nominal  in- 
come more  than  compensated  for  this. 

Disaggregated  analysis  of  poverty 
confirms  the  view  that  the  crisis  was 
more  of  an  urban,  modern  sector 
phenomenon.  Table  1  shows  that  both 
urban  and  rural  areas  suffered  sharp 
increases  in  poverty.  In  absolute  terms, 
rural  poverty  levels  were  higher  than 
urban  poverty  levels  both  before  and 
after  the  crisis.  But  in  relative  terms, 
the  crisis  brought  about  a  much  faster 
rate  of  poverty  increases  in  urban 


Some  observers  have  argued  that  the 
BPS  calculation  for  1998  was  an  overesti- 
mate, and  v^as  not  an  accurate  reflection  of 
the  real  situation.  Several  studies  of  post- 
crisis  poverty  measurements  have  produced 
a  lovk^er  1998  poverty  rate  than  the  BPS  cal- 
culation. 

BPS  published  two  sets  of  official 
poverty  figures  for  1999.  The  first  set  of 
figures  was  based  on  the  results  of  the  full 
SUSENAS  conducted  in  February.  The  se- 
cond set  of  figures  was  based  on  a  Mini- 
SUSENAS  conducted  in  August. 
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Table  1 


THE  OFFICIAL  POVERTY  LINE,  POVERTY  RATE  AND  POVERTY  INCIDENCE, 

1996-2001 


Poverty  Line 
(Rp  per  month) 


Headcount  Poverty  Rate  (%) 


Poor  Population 
(million) 


YEAR 

Urban 

Rural 

Urban 

Rural 

Total 

Urban 

Rural 

Total 

1996' 

38,246 

27,413 

9.7 

12.3 

11.3 

7.2 

15.3 

22.5 

1996'' 

42,032 

31,366 

13.6 

19.9 

17.7 

9.6 

24.9 

34.5 

1998^ 

96,959 

72,780 

21.9 

25.7 

24.2 

17.6 

31.9 

49.5 

1999** 

92,409 

74,272 

19.5 

26.1 

23.5 

15.7 

32.7 

48.4 

(19.4)*' 

(26.0) 

(23.4) 

(15.6)" 

(32.3)'' 

(48.0)'' 

1999« 

89,845 

69,420 

15.1 

20.2 

18.2 

12.4 

25.1 

37.5 

200& 

(15.0)'' 

(20.0)'' 

(18.0)'' 

(12.3)'' 

(24,8)" 

(37.1)'' 

91,632 

73,648 

14.6 

22.1 

18.9 

12.1 

25.2 

37.3 

20018 

100,011 

80332 

9.8 

24.9 

18.4 

83 

28.6 

37.1 

2002' 

130,499 

96,512 

14.5 

21.1 

18.2 

13.3 

25.1 

38.4 

Source:  Badan  Pusat  Statistik,  Statistics  Indonesia  (2000, 2001) 
Notes:    "Based  on  19%  SUSENAS  database  and  standard 

''Based  on  the  19%  SUSENAS  database,  applying  new  (1998)  standard 

'Based  on  the  December  1998  Mini-SUSENAS 

•^Based  on  the  February  1999  SUSENAS 

^sed  on  the  Augvist  1999  Mini-SUSENAS 

fetimated  result  based  on  the  2000  SUSENAS  Core  data,  excluding  Maluku  and  Aceh 
^Estimated  result  based  on  the  2001  SUSENAS  Core  data,  excluding  Maluku  and  Aceh 
^*The  number  in  parentheses  are  figures  without  East  Timor 

'Estimated  result  based  on  the  2002  SUSENAS  Core  data,  excluding  Maluku  and  Aceh 


areas.  Although  headcount  poverty 
increased  throughout  the  entire  coun- 
try, the  rate  of  increase  was  more  pro- 
nounced in  the  Java-Bali  region  than 
in  the  outer  islands,  and  generally 
throughout  western  Indonesia  com- 
pared with  eastern  Indonesia.  From  a 
sectoral  perspective,  a  study  by  the 
Social  Monitoring  and  Early  Response 
Unit  (SMERU)  in  2000  revealed  that 
the  agricultural  sector  continued  to 
experience  the  highest  incidence  of 
poverty,  just  as  it  had  before  the  crisis. 
However,  the  increase  in  poverty  was 
greater  in  the  modern  sectors  such  as 


finance,  leasing  and  insurance,  and 
transport  and  communicatior\s. 

BEYOND  HEADCOUNT  POVERTY 

In  addition  to  causing  a  substan- 
tial increase  in  the  total  number  of 
poor  households,  the  crisis  also  ex- 
acerbated the  depth  and  severity  of 
poverty,  and  swelled  the  numbers  of 
those  households  in  both  the  chronic 
and  vulnerable  categories.  A  house- 
hold is  considered  to  be  in  a  state  of 
chronic  poverty  — sometimes  also  re- 
ferred to  as  "structural  poverty"—  if  the 
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level  of  consumption  is  well  below  the 
poverty  line.  This  segment  of  the  poor 
does  not  possess  adequate  access 
to  economic  resources.*  Meanwhile, 
households  are  vulnerable  to  poverty 
if  they  face  a  relatively  high  probab- 
ility to  become  poor  in  the  near  future. 

A  study  by  Asep  Suryahadi  and  Su- 
darno  Sumarto  from  SMERU  (2001) 
showed  that  more  than  a  half  of  the 
increase  in  poverty  between  1996  and 
1999  was  due  to  an  increase  in  chronic 
poverty.  The  proportion  of  chronic 
poor  within  the  total  population  in- 
creased from  3.2%  to  9.5%  during  this 
period.  Unlike  transient  poverty,  im- 
provements in  general  macro-eco- 
nomic performance  do  not  have  a 
significant  influence  on  the  living 
conditions  of  the  chronic  poor.  This 
means  that  the  benefits  of  economic 
growth  and  the  control  of  inflation 
may  not  affect  the  poorest  segment 
of  society.  As  a  consequence,  specific 
targeted  interventions  are  required  to 
tackle  the  problems  of  chrorvic  poverty. 

The  study  also  revealed  that  the 
crisis  has  not  only  increased  poverty 
incidence,  but  it  has  also  significantly 


*By  contrast,  the  transient  poor  are 
those  whose  consun\ption  levels  are  some- 
where near  or  just  below  the  poverty  line. 
Transient  poverty  is  generally  the  result 
of  an  economic  shock  tliat  makes  house- 
hold income  inadequate  to  meet  basic  needs. 
Households  in  this  category  still  have  the 
capacity  to  survive,  and  can  improve  their 
economic  condition  if  the  economy  streng- 
thens and  grows. 


increased  the  number  of  Indonesian 
households  with  high  vulnerability 
to  poverty.  The  proportion  of  house- 
holds that  are  statistically  not  poor 
but  face  a  relatively  high  probability 
of  falling  below  the  poverty  line  has 
increased  from  6.8%  in  1996  to  18.4% 
in  1999,  an  increase  of  more  than  170% 
over  the  pre-crisis  figure.  This  in- 
crease in  vulnerability  can  be  partially 
attributed  to  dissavings  on  the  part 
of  the  poor.  As  their  savings  dimin- 
ished, this  group  becomes  more  ex- 
posed to  any  future  economic  shocks. 
Adjustments  in  pattern  of  expenditure 
have  also  increased  the  vulnerability 
of  poor  households,  especially  where 
they  have  been  forced  to  reduce  their 
spending  on  education  and  health 
in  favor  of  basic  needs. 

THE  JPS  PROGRAM 

The  magnitude  of  the  impact  of 
the  crisis  on  poverty  underlined  the 
need  for  a  comprehensive  set  of  meas- 
ures that  could  provide  some  level  of 
special  assistance  for  those  families 
and  individuals  that  are  worst  affected. 
Consequently,  it  suddenly  became 
more  critical  than  ever  for  the  govern- 
ment to  identify  as  accurately  as  pos- 
sible the  most  deserving  sections  of 
the  community,  and  to  make  decisions 
about  how  to  target  the  assistance  so 
that  this  can  be  delivered  in  an  efficient 
and  timely  manner.  The  effective  tar- 
geting of  anti-poverty  programs  has 
become  an  issue  of  national  importance. 
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To  reduce  the  impact  of  the  crisis 
on  the  poorest  segments,  in  mid-1998 
the  government  announced  a  pack- 
age of  Social  Safety  Net  {Jaring  Pe- 
ngaman  Sosial/]FS)  programs.  The 
programs  were  designed  to  cover  the 
areas  of  employment,  food  security, 
education  and  health.  But,  as  various 
authors  have  pointed  out  and  many 
civil  society  groups  have  complained, 
the  JPS  program  was  poorly  imple- 
mented and  the  funds  misdirected. 
This  was  due  to  lack  of  preparations, 
and  more  importantly  experience,  of 
the  bureaucracy  to  implement  this 
social  rescue  package. 

Although  poor  families  did  benefit 
to  a  certain  degree,  all  JPS  programs 
faced  two  common  problems:  under- 
coverage  and  leakage.  Under-coverage 
occurred  as  many  poor  households 
were  not  reached  by  the  program  and 
have  therefore  not  received  the  bene- 
fits. At  the  same  time,  there  has  been 
a  significant  amount  of  leakage,  with 
far  too  many  non-poor  households 
able  to  access  the  program  benefits, 
wrote  Sumarto  and  company  in  a 
2001  SMERU  working  paper. 

CHALLENGES  AHEAD 

From  the  above  discussion,  poverty 
alleviation  is  still  one  of  the  big  chal- 
lenges for  the  government.  In  the 
short-term,  efforts  to  alleviate  poverty 
requires  the  return  to  high  economic 
growth.  A  higher  growth,  at  7-8%  per 


annum,  is  necessary  to  create  employ- 
ment. Employment  creation  will  in- 
crease people's  purchasing  power. 
On  the  other  hand,  purchasing  power 
should  also  be  maintained  by  keeping 
inflatioii  low. 

But  in  the  medium-term,  to  accele- 
rate the  poverty  alleviation  program 
the  country  needs  more  than  just  a 
high  growth.  Growth  strategy  may 
reduce  the  number  of  transient  poor, 
but  not  necessarily  resolving  the 
chronic  poverty  problem.  Hence, 
poverty  alleviation  strategy  should 
attempt  to  make  growth  pro-poor 
by  complementing  economic  growth 
with  specific  measures  directly  tar- 
geted to  poor  segments.  While  in  real- 
ity a  perfect  poverty  targeting  program 
— the  one  with  zero  leakage  and  full 
coverage  of  the  poor—  is  not  feasible, 
the  government  should  attempt  to  en- 
sure that  the  funds  allocated  for  the 
poverty  alleviation  programs  be  spent 
effectively. 

In  the  longer-run,  the  country 
needs  to  adopt  a  new  approach  on 
poverty  alleviation  strategy.  The  stra- 
tegy in  the  past,  which  emphasized 
too  much  on  subsidy  and  basic  needs 
provision,  has  created  the  so-called  "Mal- 
thusian  optimism":  a  tendency  to  view 
that  poverty  has  been  eliminated  if 
people  have  something  to  eat.  But  po- 
verty alleviation  does  not  only  mean 
reducing  the  number  of  poor.  It  should 
also  aim  to  reduce  the  risk  of  being 
poor,  or  the  vulnerability  to  poverty. 
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This  necessitates  the  establishment 
of  a  social  insurance  system.  A  com- 
prehensive social  insurance  system 
includes  three  main  components.  The 
first  is  a  formal  social  safety  net  to 
prevent  a  household  to  fall  far  below 
the  poverty  line.  Second,  unemploy- 
ment and  pension  benefit  as  protection 
for  people  who  are  temporarily  unem- 
ployed or  who  are  no  longer  in  the 
labor  market.  And  third,  policies  to 
promote  human  capital,  especially 
those  that  erJiance  access  to  education 
and  health  infrastructures. 

Currently,  the  Indonesian  govern- 
ment has  completed  a  draft  law  on 
the  reform  of  the  National  Social 
Security  System  (also  known  as  Jam- 
sosnas /Jaminan  S^osial  Nasional)  which 
is  waiting  for  the  parliament  (DPR) 
to  approve.  It  will  replace  the  existing 
social  security  scheme  (Jamsostek//fl- 
minan  Sosial  Tenaga  Kerja)  that  has 
not  worked  as  expected  in  terms  of 
providing  adequate  benefits  to  its  be- 
neficiaries due  to  the  low  level  of  en- 
rollment, its  inadequate  benefits  for 
participants,  and  poor  governance.  The 
scheme  consists  of  several  components: 
pension  benefits,  health  insurance,  mor- 
tality benefits,  and  workers'  disability 
schemes.  It  will  cover  all  Indonesian 
citizens,  regardless  of  whether  they  are 
formal  workers,  informal  workers,  or 
self-employed. 

While  there  is  no  objection  to 
the  idea,  objectives  and  philosophy 
of  the  proposal,  according  to  SMERU's 


Alex  Arifianto  (2004),  there  are  some 
concerns  regarding  the  draft.  First, 
the  Jamsosnas  scheme  may  add  sign- 
ificant cost  to  the  business  sector.  The 
total  amount  of  combined  payroll 
taxes  that  have  to  be  paid  by  formal 
sector  employers  and  workers  may 
reach  15-20%  of  the  worker's  salary. 
Given  the  country's  investment  cli- 
mate at  the  moment,  this  extra  cost 
may  further  deteriorate  the  compet- 
itiveness of  Indonesian  business. 

Second,  the  scheme  may  put  extra 
burden  on  the  government  budget. 
According  to  the  draft  law,  eligible 
citizens  for  government  subsidies  are 
those  who  are  considered  as  "low-in- 
come". Low-income  is  defined  as 
people  whose  income  falls  below  the 
local  minimum  wage  {Upah  Minimurr. 
Regional /UMR).  However,  given  this 
definition,  the  number  of  eligible  re- 
cipients of  the  program  will  be  very 
high,  especially  in  rural  areas.  This 
cast  doubt  on  the  long-term  sustain- 
ability  of  the  national  social  security 
program. 

Third,  the  scheme  also  fails  to  ad- 
dress the  problem  of  the  rapidly  aging 
population.  Demographic  estimates 
have  shown  that  the  Indonesian  popul- 
ation aged  65  years  and  older  will  rise 
dramatically  in  the  next  few  decades, 
from  9.3  million  in  2000  to  46.9  million 
in  2050.  While  the  bill  says  that  the 
minimum  retirement  age  is  55  years 
and  the  minimum  working  years  to 
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qualify  for  pension  is  15  years,  a 
rapidly  aging  population  with  longer 
live  expectancy  may  threaten  the  fin- 
ancial sustainability  of  the  program. 

Fourth,  the  bill  does  not  state  any 
requirements  for  service  providers  to 
provide  services  to  all  National  Health 
Insurance  participants  seeking  treat- 
ment in  their  facilities.  Thus,  some 
providers  might  choose  not  to  accept 
patients  covered  solely  by  the  Jam- 
sosnas  scheme.  If  the  above  assumpt- 
ion were  proven  correct,  then  the  ef- 
fectiveness, available  choice  and  qual- 
ity of  the  scheme  would  be  limited. 

Fifth,  the  scheme  disregards  the 
role  of  competition  in  providing  social 
security  benefits  for  Indonesians.  The 
bill  implies  that  the  government  is  the 
sole  provider  of  social  security.  How- 
ever, most  formal  sector  workers  al- 
ready have  adequate  health  and  retire- 
ment benefits  from  their  employers  or 
other  private  providers.  As  a  result  of 
this  monopoly,  workers  might  lose 
their  privately  provided  health  and 
retirement  coverage  that  might  offer 
better  benefits  than  the  Jamsosnas 
scheme. 

Given  the  above  shortcomings, 
the  proposed  Jamsosnas  scheme  may 
not  be  the  answer  to  the  needs  of  es- 
tablishing a  comprehensive  social  in- 
surance system.  That  does  not  mean 
the  proposal  should  be  rejected.  But 
the  scheme  needs  a  significant  re- 
vision so  that  not  only  would  it  not 


create  additional  burden  for  workers 
and  businesses,  but  also  would  be 
financially  sustainable,  provide  ad- 
equate benefits  to  its  participants,  and 
give  free  choice  to  each  Indonesians 
to  choose  their  social  security  provider. 
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Decentralization 


Yose  Rizal  Damuri  &  Puspa  Delima  Amri 


ON  1  January  2001,  Indonesia 
embarked  on  what  is  argu- 
ably one  of  the  most  ambi- 
tious decentralization  programs  the 
world  has  witnessed.  It  drastically 
moved  from  being  one  of  the  most 
centralized  systems  in  the  world  to  a 
highly  decentralized  one. 

The  first  three  years  of  decentral- 
ization have  seen  some  significant 
breakthroughs  in  local  governance  and 
local  development,  but  at  the  same 
time  they  have  given  rise  to  concerns 
over  mismanagement  of  decentral- 
ization and  economic  and  political  in- 
stabilities. While  the  debate  continues 
to  unfold,  decentralization  undoubt- 
edly remains  central  to  the  reform 
agenda,  as  it  will  determine  the  sustain- 
ability  of  more  than  400  district  gov- 
ernments, spread  over  such  a  diverse 
geographical,  social,  cultural  and  po- 
litical landscape.  Can  decentralization 
really  help  rebuild  Indonesia? 

PROCESS  AND  PROGRESS 

Dissatisfaction  over  political  oppres- 
sion and  highly  unfair  distribution  of 
resources  during  the  centralized  gov- 


enunent  has  led  to  a  surge  of  demand 
for  greater  autonomy,  particularly 
from  the  resource-rich  regions.  Out  of 
the  fear  that  the  lack  of  the  political 
will  to  decentralize  would  jeopardize 
the  unity  of  the  Republic,  and  also 
ruin  his  intentions  to  retain  the  pres- 
idential chair,  the  Habibie  adminis- 
tration enacted  Law  22  of  1999  on 
Regional  Governance  and  Law  25  of 
1999  on  Intergovernmental  Fiscal  Re- 
lations. 

Law  22  of  1999  devolves  most  funct- 
ions to  the  provincial  and  district 
governments,  saving  for  5  remaining 
issues,  namely  diplomatic  relatioris,  na- 
tional defense,  fiscal  and  monetary 
authority,  the  judicial  system,  re- 
ligious affairs  and  other  specifically 
designated  functions.  The  focus  of  auto- 
nomy lies  on  the  second-tier  or  district 
level  goverrvments,  while  the  provincial 
goverrunents  play  a  minor  role,  mainly 
in  coordinating  and  backstopping 
districts  and  cities  that  cannot  yet  per- 
form their  functions. 

The  greater  range  of  authorities  as- 
sumed by  local  governments  automat- 
ically  implies    greater  expenditure 
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needs,  and  a  successful  decentraliza- 
tion requires  adequate  funding  to  meet 
those  needs.  Law  25/1999  designates 
three  main  sources  of  local  government 
revenues:  (1)  locally  generated  re- 
venues (Pendapatan  Asli  Daerah/VAD); 
(2)  the  Equalization  Fund;  and  (3)  re- 
gional loans.  Locally  generated  re- 
venues consist  of  local  taxes  and  levies, 
and  revenues  from  local  enterprises. 
Equalization  funds  consist  of  the  re- 
gional sharing  of  the  property  tax,  pro- 
perty transfer  tax,  and  natural  re- 
sources revenue,  and  also  general  al- 
iocation  grants  {Dana  Alokasi  Utnum/ 
DAU)  and  specific  grants  {Dana  Alo- 
kasi Khusus /DAK). 

Compared  to  the  old  fiscal  system, 
the  new  intergovernmental  fiscal  sys- 
tem has  several  strong  features.  It  al- 
lows for  greater  flexibility  on  the  part 
of  the  regions  to  finance  their  needs. 
Local  governments  can  decide  on 
the  kinds  of  public  services  that  suit 
their  needs  and  arrange  their  budget 
accordingly.  This  freedom  is  a  luxury 
compared  to  the  old  system,  whereby 
most  economic  a,ctivities  were  planned 
at  the  national  level.  The  new  system 
also  grants  local  governments  with 
borrowing  power,  even  though  its 
implementation  is  highly  regulated 
by  the  central  government.  Another 
new  feature  is  clarity  in  the  design  of 
grants.  In  the  past,  the  central  govern- 
ment's block  and  earmarked  grants 
(i.e.,  Subsidi  Daerah  Otonom /SDO, 
Instruksi  Presiden /Inpres),  were  dis- 


tributed disproportionately.  The  basis 
of  the  amount  to  be  distributed  was 
never  very  clear.  In  the  new  system, 
central  goverrmient  transfers  are  based 
on  a  pre-determined  allocation  formula, 
and  the  amount  distributed  is  legal- 
ized by  means  of  a  Presidential  Decree. 

WHAT  HAPPENS  AT  THE  LOCAL 
LEVEL? 

Decentralization  has  infected  local 
communities  with  enthusiasms  to- 
wards autonomy.  Citizens  in  the  re- 
gions are  now  enjoying  a  more  de- 
mocratic environment,  as  the  new  sys- 
tem renders  heads  of  regions  more 
accountable  to  the  people.  In  one  case, 
a  Head  of  Regency  was  dismissed 
by  the  DPRD.  Decentralization  also 
gave  birth  to  growing  civil  society 
at  the  local  level,  who  consistently 
strived  to  exercise  their  monitoring 
rights.  To  the  surprise  of  many,  pre- 
valent fears  that  the  lack  of  pre- 
paration would  result  in  a  breakdown 
of  service  deliveries  were  unfounded. 
In  fact,  there  have  been  a  number  of 
irmovations  and  coordination  between 
local  governments  with  regard  to 
public  service  delivery. 

The  foregoing  does  not  necessarily 
imply  that  the  implementation  of  de- 
centralization has  been  optimal.  Se- 
veral obstacles  were  found,  such  as 
unclear  assignment  of  authorities  due 
to  conflicting  regulations.  Law  22/1999 
outlines  eleven  sectors  of  authorities 
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that  must  be  performed  by  the  district 
governments,  including  education, 
health,  forestry,  sea  and  land  manage- 
ment and  also  investment.  However, 
some  sectoral  laws  and  regulations, 
particularly  those  oii  forestry,  land 
management  and  investments  are 
completely  out  of  line  with  the  decen- 
tralization law.  The  clarity  on  the  as- 
signment of  functions  is  necessary, 
not  only  for  accountability  at  the  local 
level,  but  also  as  a  benchmark  to  de- 
sign an  effective  intergovernmental 
fiscal  system.  Furthermore,  the  absence 
of  hierarchical  relationship  between 
the  central  government  and  district  gov- 
ernments, due  to  the  unclear  status  of 
the  provincial  government,  has  weak- 
ened the  monitoring  aspect  in  the  era 
of  decentralization. 

Several  issues  have  also  surfaced 
with  regard  to  fiscal  performance. 
The  first  one  is  the  poor  performance 
of  the  development  expenditure.  In 
2002,  only  30%  of  total  district  gov- 
ernments' expenditure  went  for  de- 
velopment purposes,  while  around 
70%  was  spent  on  officers'  salary  and 
material  purchases.  The  second  im- 
portant issue  is  the  inequality  of  fiscal 
revenue  and  resources  across  regions. 
Although,  economically  speaking  it 
is  normal  to  have  fiscal  disparities 
between  regions  due  to  different  level 
of  economic  activities  and  resources, 
political  pressures  demand  that  these 
inequalities  be  kept  at  a  minimal. 


275 


Another  important  issue  is  fiscal 
independence.  Due  to  insufficient 
locally  generated  revenues  (PAD), 
local  governments  depend  mostly  ori 
the  DAU  to  finance  their  expenditure, 
which  amount  to  65  %  of  their  local 
revenues.  The  main  problem  in  fiscal 
decentralization  is  that  local  govern- 
ments are  not  given  significant  taxing 
power;  hence  they  have  been  releas- 
ing numerous  local  retributions  and 
levies,  out  of  the  desperate  need  to 
boost  their  PAD.  These  charges  have 
proven  to  be  harmful  to  the  economy, 
as  it  distorts  domestic  trade  and  contri- 
butes to  an  unhealthy  business  climate. 

INVESTMENT  AND  BUSINESS 
CLIMATE 

Decentralization  grants  local  gov- 
ernments with  many  authorities,  in- 
cluding fostering  a  supportive  bu- 
siness environment  that  would  enable 
private  agents  to  respond  to  economic 
incentives.  Provided  that  the  central 
government  plays  its  role  in  provid- 
ing infrastructure,  such  as  streamlining 
business  procedures  and  providing 
sufficient  economic  information,  local 
governments  would  be  challenged  to 
engage  in  healthy  competition  in  at- 
tracting investment.  This,  unfortun- 
ately, has  not  been  the  case. 

The  lack  of  clarity  on  the  proce- 
dures to  obtain  investment  approvals 
is  a  major  problem.  Investment  auth- 
orities should  have  been  transferred 
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to  district  governments.  However, 
the  central  government  is  concerned 
that  the  transfer  of  authority  would 
only  complicate  further  existing 
business  procedures.  The  recent  issue 
of  Presidential  Decree  29/2004,  re- 
tains investment  authorities  at  the 
National  Investment  Coordinating 
Board  (BKPM).  Meanwhile,  local  gov- 
ernments have  already  based  their 
actions  on  the  assumption  that  invest- 
ment approval  lies  within  their  do- 
main. They  have  been  delaying  or 
even  canceling  business  projects,  which 
have  been  approved  by  the  central 
government,  as  long  as  they  deem 
the  projects  as  inappropriate  and 
conflicting  with  their  own  interests. 

This  tug  of  war  between  the  central 
and  local  governments,  coupled  with 
legal  uncertainties  in  the  country, 
have  proven  to  be  detrimental  to  the 
overall  investment  climate.  Cases 
such  as  Semen  Padang  (SP)  and 
Kaltim  Prima  Coal  (KPC)  are  perfect 
examples.  In  both  cases,  the  local 
governments,  in  the  name  of  local 
society,  insisted  on  a  greater  share 
towards  foreign  private  investment  in 
their  region.  This  means  additional 
costs  on  the  foreign  investors'  side. 

Corrupt  governance  practices,  such 
as  briberies  and  illegal  charges  by 
the  local  officials,  have  exacerbated 
the  situation.  Studies  conducted  by  the 
Committee  for  the  Monitoring  of 
Implementation   of  Regional  Auto- 


nomy {Komisi  Pemantauan  Pelaksa- 
naan  Otonomi  Daerah/KPFOD,  2002) 
ranked  legal  certainty  and  bureau- 
cratic services  as  the  first  and  second 
most  important  factors  for  business 
development. 

HOMEWORK  IN  DECENTRAL- 
IZATION 

One  of  the  primary  motives  behind 
the  implementation  of  greater  re- 
gional autonomy  is  the  desire  to  change 
the  distribution  of  economic  activities. 
It  is  widely  believed  that  decentral- 
ization would  allow  economic  devel- 
opment to  expand  to  regions  outside 
of  Java.  However,  the  first  three 
years  of  decentralization  have  shown 
us  that  greater  authority  does  not 
necessarily  mean  greater  chance  of 
development.  How  can  decentral- 
ization be  managed  in  such  a  way,  so 
that  the  negative  effects  are  minimized? 

There  have  been  ongoing  policy 
debates  on  refining  the  decentraliza- 
tion policy,  including  the  extreme 
point  of  substantially  re-writing  the 
legal  framework.  The  central  govern- 
ment is  currently  working  to  pro- 
pose amendments  to  the  two  laws, 
mainly  targeted  at  redefining  the  roles 
and  responsibilities  of  the  provincial 
and  district  governments.  The  amend- 
ment process  in  respect  of  Law  22/1999 
is  still  being  discussed,  with  the  pos- 
sibility of  reformulating  the  appro- 
priate authorities  to  be  transferred  to 
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the  region.  Considering  that  the  re- 
visions can  be  quite  controversial,  the 
discussion  is  predicted  to  take  time. 

Successful  decentralization  has  to 
be  supported  by  robust  institutions 
at  the  local  level.  A  sec  of  clear  and 
consistent  policies  from  the  central 
government  with  regards  to  the  di- 
vision of  authorities  is  the  first  step. 
Currently,  there  are  too  many  gray 
areas  on  what  exactly  has  been  de- 
centralized. Giving  more  significant 
taxing  power  to  district  governments 
and  a  better  distribution  of  the  DAU 
is  also  on  the  list  of  the  homework 
given  to  the  central  government. 

Changing  attitudes  of  regional  gov- 
ernments is  also  a  key  for  realizing 
the  benefits  of  decentralization.  The 
importance  of  good  governance,  fav- 
orable business  environment,  and 
legal  certainty  for  the  success  of  local 
economic  development  should  be  put 
forward.  One  way  to  do  that  is  the 
capacity  building  of  regional  govern- 
ments in  terms  of  improvement  on 
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human  resources,  physical  and  mat- 
erial resources  and  institutional  cap- 
acity. Broadening  public  participation 
can  also  provide  enforcement  to  re- 
gional governments  for  the  changing 
attitudes.  Developing  competitive 
attitudes  among  regions  is  also  im- 
portant. KPPOD  for  example  has  con- 
ferred awards  to  the  most  attractive 
regencies  and  municipalities  to  in- 
vestors. While  this  is  important  in 
providing  investors  with  the  necessary 
information,  it  also  plays  a  role  in 
fostering  competition  among  district 
governments  in  improving  service 
deliveries. 

In  short,  only  if  these  burning  is- 
sues can  be  resolved,  could  the  pro- 
mise of  making  regional  autonomy 
work  for  the  economy  be  realized.  It 
is  the  challenge  for  the  new  govern- 
ment to  realize  the  promise  of  de- 
centralization in  maintaining  national 
integrity,  improving  service  delivery, 
and  promoting  a  more  accountable 
local  government. 


DOMESTIC  POLITICAL  CHALLENGES 


Political  Parties  and  Democracy 

/.  Kristiadi 


POST-AUTHORITARIAN  politics 
in  Indonesia  has  been  char- 
acterized by  excessive  electoral 
euphoria.  Many  new  political  parties 
were  established  but  most  of  them 
performed  poorly  in  the  elections. 
Newly  emerging  elites  were  busy  to 
set  up  their  own  political  parties,  but 
they  failed  to  build  them  into  modem, 
effective  political  instrumrents  to 
channel  public  aspirations  and  attract 
popular  support.  The  establishment  of 
political  parties,  some  suspect,  is  merely 
to  serve  interests  or  egos  of  those 
elites.  Most  parties,  except  for  PKS, 
depend  on  their  top  figures,  and  they 
do  not  train  their  ranks-and-files  to 
function  on  daily  basis,  not  to  mention 
to  serve  the  electorates.  Consequently, 
after  getting  popular  mandates  most 
members  of  parliament  use  the  power 
to  advance  their  own  agendas  for 
their  own  benefit.  To  some  extent, 
"crooked"  politicians  create  political 
oligarchy  that  hampers  political  reform. 


It  is  kind  of  ironic  that  although 
Indonesia  has  adopted  a  democratic 
system,  the  outcome  of  electoral  po- 
litics is  still  far  from  ideal.  Most  po- 
litical parties  fail  to  contribute  to  de- 
mocratic deepening,  as  they  resem- 
ble groups  of  power  seekers  who 
do  not  hesitate  to  abuse  the  power  for 
their  own  interests.  Internally,  most 
parties  do  not  develop  democratic 
traditions,  and  this  means  that  they 
have  planted  seeds  of  authoritarian- 
ism. The  lack  of  democratic  traditions 
has  not  only  caused  many  internal 
frictions  in  political  parties  but  also 
decreased  their  credibility. 

Between  elections,  the  people  are 
forgotten.  As  a  result,  many  political 
parties  suffer  from  a  loss  of  support  in 
the  last  elections.  This  was  already  de- 
tected by  various  surveys  and  opinion 
polls  prior  to  the  election.  However,  po- 
litical party  functionaries'  ignored  this. 
The  election  has  given  them  a  tough 
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lesson.  Not  only  do  they  get  less  votes 
than  expected,  but  worse  than  that, 
none  of  their  candidates  can  win  in  the 
first  round  of  the  presidential  election. 

The  poor  performance  of  political 
parties  is  not  exclusively  a  product  of 
the  political  euphoria  in  the  reform 
era.  Rather,  it  is  historically  rooted  back 
to  early  1900s,  when  modern  organ- 
izations started  to  blossom  in  Indone- 
sia. These  organizations  and  political 
parties  like  Boedi  Oetomo  (1908),  Sa- 
rekat  Islam  (1912,  which  later  became 
a  political  party  in  1916),  Indische  Partij 
(1912),  the  Communist  Party  of  Indo- 
nesia/PKI  (1923),  Indonesian  National 
Party  (1927)  and  various  primordial-ori- 
ented social  groupings  like  Java  Youth, 
Pasundan  Youth  and  Sumatra  Youth, 
failed  to  develop  modem  organizations 
and  participate  meaningfully  in  pre-in- 
dependence  politics.  Most  parties  and 
organizations  suffered  tremendous 
breakdown  during  the  Japanese  occu- 
pation in  1942-45.  This  had  contributed 
to  the  difficulties  in  organizing  po- 
litics in  post-independence  Indonesia. 

The  impetus  for  the  development 
of  political  parties  occurred  again  when 
the  government  decided  to  conduct 
general  elections  in  1955.  This  decision 
was  responded  enthusiastically  by 
Indonesians.  Many  new  parties  were 
established  to  compete  in  this  first 
multiparty,  proportional  system-based 
election.  The  election  resulted  in  28 
parties  that  gained  seats,  with  four 


parties  (PNI,  Masyumi,  NU  and  PKI) 
securing  roughly  75%  of  popular  votes. 
Non-religious  parties  received  slightly 
more  than  50%,  while  two  major  Is- 
lam-based parties,  Masyumi  and  NU, 
gained  20.9%  and  16.4%  of  votes,  re- 
spectively. 

However,  politicians  elected  in  this 
election  failed  to  perform  well  in  ad- 
vancing democratization  in  Indonesia. 
In  the  real  politics.  President  Soekar- 
no  as  the  head  of  state  and  founding 
father  was  more  powerful  than  polit- 
icians, especially  after  he  successfully 
controlled  the  military  in  the  midst 
of  increasing  regional  rebellions. 
Therefore,  when  Soekarno  began  to 
strengthen  his  authoritarian  system 
— later  known  as  "Guided  Demo- 
cracy"—  he  dissolved  the  political  par- 
ties except  nine  preferred  parties. 
There  was  no  strong  resistance  from 
the  political  parties  to  this  decision. 
Parties  also  failed  to  challenge  the 
centralization  and  personification  of 
power  in  Soekarno's  hand,  especially 
after  he  arbitrarily  suspended  the  Con- 
stituent Assembly  (a  body  to  draft  a 
permanent  constitution)  and  re-enact- 
ment the  1945  Constitution  in  1959. 
As  a  result,  the  political  atmosphere 
was  not  conducive  for  political  parties 
to  function  normally. 

When  Soeharto  came  to  power  he 
believed  that  the  multiple  crises  faced 
by  Indonesia  resulted  from  "multi- 
partysm".  He  forced  the  nine  parties 
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to  merge  into  two  parties  (PPP  for 
Islamic  parties  and  PDI  for  nationalist 
and  non-Islamic  parties)  and  estab- 
lished his  own  political  vehicle, 
Golkar  (Functional  Group).  Soeharto 
slowly  emerged  as  the  center  of  power 
with  the  military  as  the  backbone. 
He  controlled  politics  by  introducing 
"Pancasiia  Democracy"  and  forced  all 
political  parties  and  mass  organiza- 
tions to  have  Pancasiia  as  their  sole 
ideology/principle.  During  Soeharto 
era,  oppositions  did  not  grow  signif- 


icantly and  almost  all  politicians  were 
part  of  the  New  Order  regime.  As  their 
fate  in  politics  depended  on  Soeharto's 
consent,  their  existence  was  merely 
to  support  the  regime.  In  short,  po- 
liticians and  political  parties  in  this 
period  did  not  contribute  to  the  ad- 
vancement of  democracy  and  the  de- 
velopment of  modem  political  parties. 

This  brief  historical  overview  ex- 
plains why  Indonesian  political  parties 
have  performed  poorly  and  experi- 
enced discontinuity  -  in  the  reform  era. 
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Local  Level  Politics 

Indra  J.  Piliang 


THE  Megawati  government  has 
not  given  adequate  attention 
to  the  issues  of  regional  auto- 
nomy. Critical  government  regulations 
to  implement  Law  No.  22/1999  (re- 
garding Regional  Government)  and 
Law  No.  25/1999  (regarding  Central 
and  Regional  Budget  Allocation)  have 
not  been  issued.  The  central  govern- 
ment's growing  obsession  to  reclaim 
dominance  through  re-centralization 
is  apparent  in~the  recent  draft  revision 
of  Law  No.  22/1999. 

Eventually,  the  lack  of  attention 
over  regional  autonomy  issues  will 
impact  on  the  performance  of  the  128 
members  of  the  newly  formed  DPD 
in  the  People's  Consultative  Assem- 
bly (MPR).  The  DPD's  seats,  in  quant- 
ity, will  be  the  same  as  that  of  the 
Golkar  Party.  If  DPD  could  consolid- 
ate to  the  maximum  and  at  the  same 
tim.e  cooperate  with  members  of  DPR, 
who  have  interests  in  regional  auto- 
nomy, they  could  counterbalance  the 
political  parties.  It  is  important  to  note 
that  the  significance  of  current  electoral 
districts  arrangements  for  a  legislative 
member  has  obliged  him/her  to  bal- 
ance his/her  dependence  towards  po- 


litical parties  with  his/her  attentiveness 
towards  constituents  in  the  related 
electoral  districts.  If  not,  he/she  will 
loose  the  support  of  the  people. 

Like  it  or  not,  local  politics  will 
give  color  future  political  development, 
even  for  the  elected  president  and  vice 
president.  The  results  of  the  2004  legis- 
lative election  have  shown  that  voters' 
constellations  are  no  longer  dominated 
by  one  or  two  major  parties.  Even 
though  nationalist  parties  (be  that  se- 
cular-nationalist or  religious-national- 
ist) have  obtained  more  votes  than  re- 
ligious parties,  one  cannot  ignore  the 
personal  connectedness  between  con- 
stituents and  figure(s)  of  the  relevant 
parties. 

Constituents'  identification  towards 
particular  figures,  especially  those  be- 
longing to  the  same  birthplace,  is  of 
importance.  It  is  possible  that  political 
parties  only  serve  as  instruments  for 
local  figures  to  organize  themselves,  not 
for  voters'  ideological  basis.  The  victory 
of  Crescent  Star  Party  (Partai  Bulan 
Bintang  or  PBB)  in  Bangka  Belitung 
province  manifests  this  case,  as  Yusril 
Ihza  Mahendra,  chairman  of  PBB,  is  a 
Bangka  Belitung  born  figure. 
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From  the  picture  above,  the  biggest 
challenge  for  future  president  and  vice 
president  would  be  how  to  formulate 
most  optimal  central-regional  relation- 
ship patterns.  Another  major  task  is  to 
consolidate  the  role  of  local  figure(s) 
that  hold  the  supports  of  significant 
number  of  constituents  in  their  own 
districts.  Future  president  and  vice 
president  must  cooperate  more  with 
DPD  members  rather  than  political 
parties.  Recent  facts  have  shown  that 
numbers  of  DPD  candidates  have  re- 
ceived more  votes  than  legislative 
candidates  from  both  smaller  political 
parties.  Thus  it  would  be  such  an  irony 
to  see  that  the  few  votes  obtained  by 
smaller  parties  influence  presidential 
candidates  more  than  the  more  votes 
by  DPD  candidates. 

Under  the  above  circumstances, 
there  are  greater  chances  for  DPD  mem- 
bers to  fulfill  the  promises  they  made 
during  campaign  period.  One  way  to 
do  this  is  to  channel  their  programs 
through  presidential  candidates  they 
choose  to  support.  They  must  create 
a  kind  of  pressure  for  presidential 
candidates  to  pay  more  attention  to  re- 
gional autonomy  issues,  rather  than 
to  fuss  about  patterns  of  ideological 
based  coalition  or  alliance. 

Assessment  on  public  needs  prior 
and  throughout  legislative  elections 
has  shown  how  improvements  of  eco- 
nomic welfare,  health  and  education 
are  on  top  of  the  priority  list,  added 


with  security  as  supporting  external 
environment.  To  fulfill  that  need, 
future  president  and  vice  president's 
must  address  particular  problems  of 
the  different  regions.  That  would  be 
a  far  more  important  move  compared 
to  the  government's  constant  preoc- 
cupation with  national  problems  that 
are  marred  with  intricate  red  tapes. 
The  main  engines  for  this  should  be 
DPD  members  and  legislative  mem- 
bers that  hold  solid  basis  in  their  elect- 
oral -districts,  and  the  directly  elected 
local  authorities. 

Even  though,  initially,  DPD  and  the 
open  proportional  system  were  not 
politically  designed  to  increase  local 
politics'  bargaining  position,  in  pract- 
ice, such  opportunities  exist  by  now. 
With  the  existing  trends,  it  would  be 
peculiar  if  presidential  candidates  were 
to  ignore  programs  aimed  to  empower 
the  regions. 

Former  generals,  who  are  currently 
running  for  the  presidency  will  face 
major  challenges  in  the  event  of  in- 
creasing concerns  over  "regional  auto- 
nomy. Those  ex-military  figures,  who 
tend  to  think  within  the  narrow  con- 
cept of  nationhood,  will  have  to  deal 
with  the  inevitable  rise  of  local  dyn- 
amics from  early  stages  of  nomination 
to  the  gathering  of  supporters.  Using 
political  machines  from  their  parties 
will  not  be  enough,  especially  if  the 
platforms  they  offer  fail  to  touch  re- 
gional aspirations,  especially  in  vari- 
ous troubled  regions. 


LOCAL  LEVEL  POLITICS  (Piliang)  

The  result  of  the  general  election 
on  5  July  2004  indicated  that  the 
parties  got  the  support  from  two  ele- 
ments, namely  the  existing  parties  since 
the  New  Order,  namely  Golkar  Party, 
PDIF,  and  PPP,  and  the  political 
parties  which  were  established  during 
the  transition  of  democracy  such  as 
PAN,  PKB,  and  Partai  Demokrat. 

The  sustainability  of  the  parties  such 
as  Golkar  Party,  PDIP,  and  PPP  give 
the  picture  of  the  loyalty  of  the  voters 
to  the  parties  as  well  as  to  the  elites. 
The  three  of  them  are  carrying  na- 
tionalism including  Islamic  based  and 
PancasUa  based  as  the  platform  for  the 
future  administration.  These  three 
parties  does  not  really  open  for  auto- 
nomy because  it  will  have  impact  to 
the  decreasing  influence  of  the  polit- 
ical leaderships  in  Jakarta.  In  the  pro- 
cess of  the  regional  leader  election 
(Governor,  Bupati,  and  Walikota),  the/ 
three  parties  are  proven  for  their— in- 
tervention, particularly  Golkar  and 
PDIP,  for  the  leaderships  in  the  local 
regional  level. 

The  political  parties,  which  were 
established  during  the  transition  of 
democracy,  such  as  PAN,  PKB,  Partai 
Demokrat  and  PKS,  have  less  loyal 
voters  that  the  first  groups  have.  The 
voters  of  these  four  parties  are  at- 
tached with  the  strength  of  the  image 
of  Abdurrahman  Wahid,  Amien  Rais, 
and  Susilo  Bambang  Yudhoyono. 
Meanwhile  PKS  is  strengthening  the 


283 


the  political  work  which  is  relatively 
better  that  the  other  political  parties, 
particularly  in  the  sense  of  the  attitude 
the  dirty  politics  of  their  politicians. 
However,  none  of  these  four  parties  is 
serious  in  shaping  the  direction  of  de- 
centralization. 

Other  than  these  7  political  parties, 
there  are  still  three  parties  which  got 
full  support  from  their  voters,  even 
though  their  numbers  are  not  signif- 
icant. These  parties  are  PER,  PDS,  and 
PBB.  These  three  political  parties  are 
not  only  religious  based,  which  are 
Islam  and  Christian,  but  also  have 
strong  image  of  leadership  among  the 
voters  of  each  parties,  such  as  Zarnud- 
din  MZ,  Ruyandi  Hutasoit,  and  Yuzril 
Ihza  Mahendra.  The  phenomena  of  this 
three  parties  showed  that  the  religious 
sentiment  plays  important  role  to  rise 
up  the  popularity  of  a  political  party. 

The  ten  political  parties,  which  got 
10  to  127  votes  in  the  DPR,  showed 
the  dominancy  of  national  political  in- 
terest rather  than  local  political  interest. 
The  political  parties  still  have  big  sus- 
picion against  the  development  of  re- 
gional autonomy,  because  it  can  be 
considered  as  bringing  regional  and 
ethnicity  sentiment,  which  can  weaken 
national  resilience.  For  that  reason,  the 
challenge  for  the  future  administration 
is  how  to  match  and  to  synergize  be- 
tween the  political  aspiration  in  the 
local  region  and  the  national  political 
interest.  The  tension  between  central 
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the  focus  of  attention  of  the  chosen 
local  administration. 

The  political  parties,  which  got  sign- 
ificant votes  in  the  general  legislat- 
ive election  on  5  April  2004,  should 
start  to  look  at  local  problems  includ- 
ing the  decentralization  of  the  parties. 
The  political  parties  should  no  longer 
relying  on  political  decision  making 
from  the  elites,  by  having  top-down 
relation.  The  political  elite  monopoly 
in  the  strategic  decision  making  only 


widen  the  gap  between  political  leader- 
ships in  Jakarta  and  the  political  leader- 
ship in  the  local  level,  which  can  have 
impact  on  widening  the  gap  between 
the  aspiration  of  the  constituent  with 
the  aspiration  of  the  political  elites.  In 
fact,  when  the  local  administration 
were  voted  directly,  later  on,  the  po- 
litical elite  leadership  in  Jakarta  will 
eventually  relying  on  the  popularity 
and  professionalism  of  the  political 
leadership  at  the  local  level. 


AH  Moertopo  1924-1984 
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Civil  Society 

Ignastus  Ismanto 


POLITICAL  liberalization  since 
the  fall  of  Soeharto  has  opened 
up  a  greater  room  for  political 
competition  and  participation.  Political 
reforms  have  been  introduced  to  con- 
solidate democracy.  These  include  se- 
paration of  power  for  checks  and  bal- 
ances, direct  presidential  election,  (soft) 
bicameral  legislature  system,  open-list 
proportional  system,  and  decentral- 
ization. The  consolidation  process, 
however,  is  far  from  being  accom- 
plished. The  changes  have  not  led  to  a 
total  overhaul  of  the  old  structures 
inherited  from  the  former  authorit- 
arian state. 

Indonesia  was  a  bureaucratic  auth- 
oritarian state  both  under  Soekarno 
and  Soeharto  that  seriously  under- 
mined the  development  of  civil  so- 
ciety. During  Soeharto's  New  Order 
regime,  the  state  was  able  to  develop 
a  highly  complex  and  politically  ef- 
fective set  of  institutions.  At  the  same 
time,  the  state  played  a  significant 
role  in  promoting  ecdnomic  develop- 
ment to  overcome  its  late  industrial- 
ization and  economic  backwardness. 
Political  restructuring  was  virtually 
designed  to  maintain  stability.  At  the 


early  stage,  such  situation  was  achieved 
by  preventing  any  potential  sources 
for  mass-based  political  mobilizat- 
ion. Depolitizing  was  imposed  to  dis- 
engage the  bulk  of  populace  at  the 
grass-roots  level  from  political  channels. 

Rather  than  promoting  a  com- 
petitive party  system,  corporatist  ar- 
rangement was  adopted  to  channel 
societal  demands.  Such  arrangement 
enabled  the  state  to  co-opt  civil  society 
organizations  and  representations.  It 
goes  without  saying  that  corporatist 
arrangement  applied  within  the 
New  Order's  authoritarian  structure 
was  an  effective  instrument  for  the 
state  in  controlling  society. 

For  nearly  three  decades  or  so, 
supported  by  political  stability,  In- 
donesia experienced  dramatic  changes 
in  the  economy  with  a  sustained  and 
relatively  high  economic  growth.  Due 
to  such  impressive  economic  growth 
and  substantial  improvement  in  the 
welfare  of  society,  the  World  Bank 
regarded  Indonesia  as  one  of  Asian's 
economic  miracles.  These  circumstances 
provided  legitimacy  for  Soeharto's  New 
Order  regime  to  maintain  power  for 
so  long. 
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Most  surprisingly,  the  country's 
dramatic  economic  growth  was  fol- 
lowed by  tremendous  capital  accumul- 
ation and  the  emergence  of  a  number 
of  big  businesses.  The  state  played  a 
greater  role  in  the  economy,  and  rent- 
seeking  activities  was  a  crucial  aspect 
in  the  development  of  capital.  The 
economic  liberalization  in  response 
to  the  economic  crisis  in  mid  1980s 
had  led  to  the  deepening  of  economic 
integration  into  a  world  economy. 

In  turn,  this  led  to  increased  polit- 
ical demands  for  democratization,  in- 
ternalizing transparency  and  account- 
ability in  the  economy  and  politics. 
But,  the  clamors  for  democratization 
led  Soeharto's  authoritarian  regime  to 
flex  its  muscle  by  co-opting,  repressing, 
fragmenting,  and  weakening  civil  so- 
ciety. As  Maclntyre  observed  in  1994, 
under  authoritarian  structure,  a  com- 
bination of  corporatist  arrangement 
and  patrimonialism  became  a  sort  of 
symbiotic-mutuality  and  an  effective 
form  of  intermediary  in  business,  eco- 
nomy and  politics.  The  emergence  of 
crony  capitalism  has  its  origin  in  the 
interest  of  the  sfate  to  maintain  po- 
litical control  over  the  business  sector 
and  to  control  its  financial  resources. 

The  1997  economic  crisis  was  one 
of  the  factors,  but  perhaps  not  the  de- 
termining one,  in  ending  the  Indone- 
sian authoritarian  state.  Democratic 
movement  sponsored  by  university 
students  and  supported  by  elements  of 
civil  society  forced  President  Soeharto 


to  step  down.  Regime  changes  have 
taken  place,  from  President  B.J  Habibie 
to  President  Abdurrahman  Wahid,  fol- 
lowed by  President  Megawati  Soe- 
karnoputeri.  However,  they  have  not 
brought  about  substantial  changes  to 
overhaul  the  old  system. 

One  critical  issue  in  revamping 
the  old  system  is  the  superficial  re- 
definition of  state-military  relation 
that  emphasizes  civilian  supremacy 
over  the  military.  The  movement 
should  not  only  be  concerned  with 
getting  rid  of  military  representation 
in  the  parliament,  but  also  of  the 
territorial  command  structure  and  in- 
creased financial  accountability  of  the 
security  sector. 

Other  critical  issues  are  the  weak 
law  enforcement  and  corrupt  govern- 
ance. The  government  has  failed  to 
combat  collusion,  corruption  and  ne- 
potism (KKN).  Ironically,  KKN  has 
become  more  rampant  and  spread  over 
sectors,  levels,  and  power  of  structures. 

Democracy  requires  a  strong  state 
and  a  strong  civil  society.  They  are 
complementary  to  each  other  in 
stabilizing  democracy.  Indonesia  has 
yet  to  develop  an  enabling  environ- 
ment to  empower  civil  society.  After 
the  downfall  of  Soeharto,  social  or- 
ganizations have  flourished.  They  play 
valuable  roles  in  helping  citizens  in 
participatory  ways,  and  promoting 
democracy  and  good  governance.  Un- 
fortunately, most  of  them  are  fin- 
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ancially  weak.  Many  of  them  are 
largely  dependent  on  overseas  finan- 
cing that  makes  their  planning  and 
operation  uncertain. 

Another  problem  in  the  develop- 
ment of  civil  society  is  the  weak  po- 
litical mechanism  in  channeling  peo- 
ple aspiration  effectively.  Political 
liberalization    has    encouraged  the 


growth  of  new  political  parties.  But, 
they  are  highly  fragmented.  They  are 
managed  in  a  centralized  and  per- 
sonal manner.  Restructuring  the  elec- 
toral system  and  guaranteeing  the  sys- 
tem of  accountability  are  amongst  the 
critical  steps  to  be  taken  if  one  is  to 
empower  civil  society  as  a  strong  pil- 
lar of  a  democratic  political  system. 
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Human  Rights 


Shafiah  Fifi  Muhibat  and  Lina  A.  Alexandra 


HUMAN  RIGHTS  have  been 
a  significant  issue  in  Indone- 
sia dating  back  to  the  early 
days  of  the  founding  of  the  state  as 
was  also  reflected  in  the  1945  Con- 
stitution. The  growing  respect  towards 
human  rights  occurs  alongside  the 
development  of  the  state.  The  estab- 
lishment of  the  National  Commission 
on  Human  Rights  (Komnas  HAM)  in 
1993  was  an  important  milestone. 

Indonesia  has  ratified  four  interna- 
tional conventions  (CERD,  CEDAW, 
CAT,  and  CRC)^  But  a  form  of  formal 
implementation  at  the  domestic  level 


Broadly,  there  are  six  core  instruments 
of  human  rights  that  bind  states:  Interna- 
tional Covenant  on  Civil  and  Political  Rights 
(CCPR);  International  Covenant  on  Eco- 
nomic, Social,  and  Cultural  Rights  (CESCR); 
International  Conveintion  on  the  Elimination 
of  All  Forms  of  Racial  Discrimination 
(CERD);  Convention  on  the  Elimination  of 
All  Forms  of  Discrimination  against  Wo- 
men (CEDAW);  Convention  against  Torture 
and  Other  Cruel,  Inhuman,  or  Degrading 
Treatment  or  Punishment  (CAT);  and  Con- 
vention on  the  Right  of  the  Child  (CRC).  Totally, 
there  are  12  international  human  rights 
conventions  adopted  by  UN.  See:  http:// 
www.unhcr.ch/pdf/report.pdf.  According 
to  the  last  update  in  November  2003,  all  of 
these  conventions  have  been  ratified  by 
more  than  75%  of  UN  member  states,  except 
CAT. 


has  just  actively  begun  in  1999.  The 
establishment  of  specific  regulation 
about  human  rights  is  lagging  behind. 
After  the  enactment  of  the  People's 
Consultative  Assembly  Decree  (TAP 
MPR)  No  XVII/MPR/1998,  on  23  Sep- 
tember 1999  the  DPR  passed  Law  No 
39/1999  on  Human  Rights  which  paved 
the  way  for  the  establishment  of  Kom- 
nas HAM.  The  year  2000  saw  more  sys- 
tematic effort  in  promoting  human 
rights  with  the  issuance  of  Law  No.  26/ 
2000  on  the  human  rights  cribimal. 

Law  No.  39/1999  affirmed  that  In- 
donesia as  a  member  of  the  UN  carries 
out  moral  and  legal  obligations  to 
respect  and  enforce  the  Universal  De- 
claration of  Human  Rights  and  all 
other  international  instruments  ac- 
knowledged by  the  Indonesian  govern- 
ment. As  clearly  spelled  out  in  the  Law 
No.  39/1999  every  citizen  is  obliged  to 
respect  other  people's  rights  recipro- 
cally. The  state,  or  specifically  the  gov- 
ernment, has  a  duty  to  respect,  pro- 
tect, implement,  and  promote  human 
rights  principles  as  specified  in  Article 
71  and  72.  In  practice,  the  government 
has  not  fulfilled  those  obligations  and 
responsibilities  properly. 
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Two  issues  are  particularly  signif- 
icant when  discussing  the  current  de- 
velopments of  human  rights  in  Indo- 
nesia. First  are  the  ongoing  internal 
conflicts  in  some  of  the  regions  in  the 
country,  during  which  human  rights 
abuses  become  a  distinct  feature.  Se- 
cond is  the  trial  process  of  human 
rights  violation  cases,  especially  in 
relation  to  the  Law  No.  26/2000.  Ba- 
sically, Indonesia  views  the  gross  viol- 
atior\s  of  human  rights,  including  those 
occurring  during  internal  conflicts,  as 
criminal  acts  regulated  within  the 
domestic  policy  and  laws.  Indonesia 
insists  to  manage  internal  armed  con- 
flicts by  its  own  regulation,  which 
affects,  among  others,  the  non-inclus- 
ion of  war  crime  clauses  in  the  Law 
No.  26/2000.  ^ 

However,  on  the  cases  of  human 
rights  abuses,  international  attention 
is  inexorable  especially  with  the  notion 
of  universal  human  rights  and  the 
current  information  technology  that 
enables  people  to  get  instant  inform- 
ation of  events  occurring  in  all  parts  of 
the  world.  Currently,  the  conflict  in 
Aceh  draws  intense  attention,  especi- 
ally to  the  way  the  Indonesian  gov- 
ernment is  handling  it  and  the  alleged 
human  rights  abuses  that  occur  in  the 
mean  time. 

The  National  Commission  on  Hu- 
man Rights  ad  hoc  team  for  Aceh  has 
found  indications  of  gross  human 
rights  violations  in  Aceh,  irtost  of 
which  were  committed  by  military 


members.  The  team's  report  includes 
accusations  of  "attacks  against  un- 
armed civilians,  including  victims  who 
were  murdered,  tortured,  sexually 
abused  or  raped,  or  others  who  the 
court  had  not  yet  proved  were  re- 
bels".^ Other  indicators  were  wide 
spread  attacks,  either  committed  by 
the  Indonesian  Military  or  the  Free 
Aceh  Movement  (GAM),  in  the  form 
of  extra-judicial  killings,  torture,  kid- 
napping, sexual  abuse,  rape,  child 
abuse,  arson  and  robbery.  The  attacks 
were  condemned  to  be  systematic,  and 
the  perpetrators  had  political  or  ideo- 
logical goals.  The  ad  hoc  team  claimed 
that  they  had  found  strong  indications 
of  rights  violations,  humanitarian  law 
violations,  as  well  as  abuses  of  power 
and  authority  since  the  imposition  of 
martial  law. 

What  previously  happened  in  East 
Timor  was  a  good  example  that  the 
issue  of  human  rights  abuse  can  no 
longer  be  kept  within  one's  country, 
and  has  become  a  global  issue.  In- 
ternational human  rights  groups 
have  branded  the  conflict  in  Aceh  "a 
secret  war"  due  to  prevailing  suspic- 
ions of  unchecked  gross  human  viol- 
ations and  the  lack  of  access  to  inform- 
ation on  the  situation  in  the  province. 
This  condition  cannot  prevail  for  long, 
as  it  is  impossible  for  the  government 
to  go  on  putting  up  curtains  around 
Aceh  to  try  to  keep  the  issue  dom- 


^T/ic  ]akana  Post,  10  March  2004. 
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estic.  International  donors  have  ex- 
pressed concerns  over  the  conflict  and 
have  encouraged  the  warring  parties 
to  return  to  the  negotiating  table,  end- 
ing a  series  of  human  rights  violations 
in  the  province. 

The  second  significant  issue  is  the 
human  rights  tribunal  in  Indonesia. 
The  Law  No.  26/2000  adopts  only  two 
of  the  four  international  crimes  spe- 
cified in  the  Rome  Statute,  namely 
crimes  against  humanity  and  genocide. 
It  excludes  war  crimes  and  aggression. 

Even  though  Law  No.  26/2000  ex- 
plicitly regards  the  norms  of  interna- 
tional law,  the  absence  of  war  crimes 
clauses  creates  additional  problems, 
especially  in  relations  to  the  number 
of  serious  crimes  found  in  internal 
conflicts.  In  cases  of  armed  internal 
conflicts,  serious  crimes  against 
humanity  can  be  internationalized 
through  the  mechanism  of  war  crime 
clauses  in  the  Rome  Statute.  According 
to  Law  No.  26/2000,  for  example,  the 
execution  of  military  operations  in 
Aceh,  which  had  caused  the  lives  of 
a  large  number  .  of  civilians,  cannot 
be  categorized  as  heavy  violations 
of  human  rights.  This  implies  that 
the  crimes  during  military  operation 
in  Aceh  cannot  be  prosecuted  under 
the  Law  No.  26/2000. 

The  same  condition  has  been  wit- 
nessed during  the  trials  of  human 
rights  violation  cases  in  East  Timor  after 
the  referendum.  In  the  tribunal  pro- 


cess, both  the  prosecutor  and  judges 
can  only  try  the  case  within  the  con- 
text of  regular  crimes.  The  prosecutor 
can  only  prosecute  the  defendant  in 
regular  court  and  the  violations  cannot 
be  categorized  as  gross  violations  of 
human  rights.  Of  16  defendants,  only 
5  were  found  guilty,  with  jail  charges 
ranging  from  3  to  10  years.^  Many  find 
the  tribimal  results  highly  unsatisfactory. 

Furthermore,  many  also  worry 
that  it  will  only  close  the  opportunity 
for  resolving  human  rights  violations 
cases  in  the  past,  which  may  put  the 
future  implementation  of  an  upright 
human  rights  protection  in  Indonesia 
at  the  backbumer. 

It  can  be  concluded  that  overcom- 
ing Indonesia's  bad  report  on  human 
rights  shuuld  be  put  on  top  of  the 
government's  agenda.  Obviously,  the 
incoming  government  will  have  to 
face  many  challenges,  at  both  dom- 
estic and  international  levels.  There  are 
at  least  two  practical  issues  on  which 
the  next  goverrunent  should  give  high 
priority.  First,  looking  outwardly,  In- 
donesia should  ratify  all  international 
instruments  of  human  rights  adopted 
by  the  UN.  So  far,  Indonesia  has  not 
yet  ratified  the  CESCR  and  the  CCPR, 
despite  the  fact  that  those  two  con- 
ventions give  a  solid  benchmark  for 
the  upholding  of  human  rights  inter- 
nationally. Indonesia  has  also  so  far 
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only  adopted  a  part  of  the  Rome 
Statute  about  the  International  Crim- 
inal Court  in  its  Law  No.  26/2000. 

Second,  the  next  government  should 
also  give  priority  to  the  protection  of 
human  rights  in  Indonesia.  The  avail- 
able legal  and  political  instruments  have 
in  fact  provided  a  strong  legitimacy 
to  the  government  to  protect  the 
citizens  from  discrimination  and  re- 
striction of  human  fundamental  free- 
dom. They  also  protect  the  civilians 
during  crisis  or  conflict.  Alongside 
these  efforts,  the  government  should 
endeavor  to  re-establish  trust  from  the 


citizens  towards  the  national  tribunal 
system,  thus  guaranteeing  the  legiti- 
macy of  law  in  the  country. 

If  a  state  cannot  provide  human 
rights  protection  for  its  citizens,  it  has 
nothing  to  offer  to  them.  As  human 
rights  issues  are  intrinsic  in  a  state's 
domestic  and  international  affairs, 
they  should  be  taken  into  account  in 
all  decision  making  processes.  As  for 
Indonesia,  excuses  have  been  made 
for  the  unresolved  human  rights  is 
sues  in  this  country,  arguing  that  it 
is  all  due-  to  the  transition  Indonesia 
is  going  through. 
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The  State's  Role  in  Social 
Development 

Medelina  K.  Hendytio 


THE  state  is  mandated  by  the 
Constitution  to  provide  for 
the  welfare  and  well  being  of 
Indonesian  people.  State  welfare  pro- 
grams, in  concept,  should  cover  all 
sectors  and  target  all  needy  people. 
More  attention  has  been  given  to  health 
and  education  sectors  than  others. 
This  is  due  to  the  fact  that  health  and 
education  are  the  basic  needs  of 
human  being  and  are  an  important 
part  of  human  investment  for  develop- 
ment. 

In  the  education  sector,  through 
Law  No.  2/1989,  the  government  in- 
troduced national  education  scheme 
that  comprises  a  Compulsory  Edu- 
cational Program  for  children  from 
the  age  of  6  to  12.  This  program  aims 
to  overcome  high  incidence  of  school 
dropouts,  especially  amongst  poor 
families.  Other  government  programs 
targeted  for  schooling  improvement 
are  subsidies  and  foster  parent  program. 

With  the  implementation  of  decen- 
tralization. The  Ministry  of  Education 
(Depdiknas)  has  launched  a  macro 


policy  framework  that  aims  to  en- 
hance the  equality  of  opportunity 
and  quality  of  education  throughout 
the  covmtry  through  the  following: 

1.  Renewing  the  educational  system, 
including  curriculum  diversific- 
ation to  serve  various  education 
participants; 

2.  Drafting  standards  that  are  both 
nationally  and  locally  effective; 
and, 

3.  Increasing  the  quality  of  educat- 
ional institution,  which  is  organ- 
ized by  the  government  and  the 
people  in  order  to  stabilize  an 
effective  educational  system  in 
facing  technological  and  art  de- 
velopment. 

To  further  synchronize  and  coor- 
dinate education  development  pro- 
grams across  the  country,  the  govern- 
ment plans  to  create  mechanism  for 
coordination  of  planning,  implement- 
ing, controlling  and  monitoring  edu- 
cational development  between  levels, 
lines  and  types  among  regions.  For 
this  purpose,  there  is  a  need  for  an 
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academic  review  on  the  rules  and  re- 
gulations that  support  the  program 
as  well  as  policies  to  endorse  educat- 
ional autonomy  process. 

In  the  health  sector,  special  at- 
tention is  paid  to  children  below  5 
years,  pregnant  mothers  and  the 
like.  Free  services  are  provided  by 
the  government  for  neonatal  care, 
immunization,  supplemental  feeding 
for  infants  of  poor  family.  Cam- 
paigns against  all  forms  of  child 
abuse  are  also  manifested  in  the  Child 
Protection  Program.  These  programs 
include  several  Open  Houses  Programs 
that  take  care  of  street  children.  The 
Indonesian  government  recently  re- 
leased a  comprehensive  program  on 
health  sector  and  was  compiled  in 
a  document  named  "Indonesia  Sehat 
2005-2010"  or  Healthy  Indonesia  2005- 
2010.  This  document  shows  indicators 
and  health  field  priorities. 

During  the  crisis,  the  government 
also  introduced  Poverty  Reduction 
Programs  that  include  a  revolving 
fund,  urban  poverty  reduction,  sub- 
district  (Kecamatan)  development,  so- 
cial safety  net,  rice  subsidy  {beras 
miskin/ Raskin),  as  well  as  micro,  small 
and  medium  enterprise  partnerships. 
There  were  also  programs  designed 
to  speed  up  rural  development,  such 
as  Squatters  Settlement  Programs  and 
rural  infrastructure  development.  Pro- 
grams for  women  in  rural  area  are 
accommodated  in  Law  No. 10/1992 
regarding   Population  Development 


and  Development  of  Happy  and 
Prosperous  Families  that  gravitate 
around  Family  Welfare  Movement 
(PKK). 

Since  mid  1990s  the  government 
has  launched  spatial  targeting  pro- 
grams to  correct  spatial  inequity  of 
welfare  across  the  nation.  Whether 
or  not  these  programs  have  generated 
positive  impacts  in  correcting  the 
misdistribution  of  welfare  across  the 
nation  remains  unclear. 

Most  of  the  above-mentioned  in- 
stitutions/programs are  usually  dd- 
hoc  in  character.  Resources  some- 
times do  not  reach  the  intended  target 
due  to  corruption  or  leakages  within 
the  bureaucracy.  Another  criticism  is 
that  the  programs  are  only  designed 
for  short-term  period,  therefore  are 
questionable  in  terms  of  their  sus- 
tainability  and  effectiveness. 

While  the  government  has  been 
the  key  player  in  improving  welfare, 
many  non-government  organizations 
(NGOs)  and  other  organizations  be- 
come heavily  involved  in  many  wel- 
fare services.  These  NGOs  are  active 
in  different  places  in  Indonesia  to 
provide  life-changing  opportunities 
for  those  in  need.  Their  activities  on 
welfare  programs  vary.  For  exam- 
ple, Yakkum  Craft  provides  oppor- 
tunities for  physically  disabled  young 
adults  to  generate  income  through 
handicraft  making.  Another  estab- 
lishes orphanages  that  care  and  pro- 
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vide  education  for  orphans.  There 
are  also  NGOs  that  implement  self- 
help  program  for  the  poor  through 
support  programs,  like  small  business 
loans,  scholarships  and  education. 

Those,  who  are  not  reached  by  the 
government  and  NGO's  programs  or 
who  are  left  out  of  the  existing 
schemes,  usually  receive  help  from 
extended  family  members.  The  family 
still  plays  an  important  role.  Pro- 
moting people's  initiatives  and  active 
involvements  in  improving  social  wel- 
fare need  to  be  supported  as  part  of 
social  capital  investment. 

Regarding  the  Social  Security  Sys- 
tem, it  is  currently  regulated  based 
on  Law  No.  3/1992.  The  system  is 
managed  by  state  owned  insurance 
company,  PT  Jamsostek,  and  super- 
vised by  the  Department  of  Manpower. 
This  scheme  includes  work  injuries, 
death,  old-age  and  health  care  benefits. 
The  scheme,  however,  only  covers 
workers  in  formal  sectors,  whilst 
workers  in  informal  sectors,  which 
accounted  for  70%  of  total  employ- 
ment, are  left  out; 

to  deal  with  this  problem,  the 
government  introduced  several  in- 
come and  welfare  programs  for  poor 
families  and  workers  in  informal 
sector.  The  problem  is  that  due  to  fin- 
ancial constraint,  not  everybody  can 
be  covered.  At  the  moment,  the  law  is 
under  revision  to  change  the  Jam- 
sostek scheme  into  a  trust  fund. 


The  government  has  also  pro- 
posed a  comprehensive  scheme  to 
proviide  social  security  protection  for 
all  Indonesian  people  since  existing 
insurance  schemes  only  cover  20%  of 
the  population.  The  proposed  scheme, 
contained  in  a  draft  Law  of  National 
Social  Security  System  (NSSS),  makes 
social  security  program  mandatory 
and  will  be  administered  by  the  So- 
cial Insurance  Management  Agency 
{Badan  Pengelola  Jaminan  Sosial /BF]S). 

BPJS  is  assisted  by  a  council  to 
help  draft  policies  and  synchronize 
the  implementation.  One  scheme  in 
the  bill  is  a  pension  scheme  where  all 
workers,  in  formal  or  informal  sectors, 
will  receive  monthly  pension  upon 
retirement,  provided  that  they  have 
been  participating  in  the  program  for 
at  least  15  years.  Four  other  schemes 
are  for  health  insurance,  occupational 
health  and  safety  insurance,  old  age 
insurance  and  life  insurance. 

Both  employers  and  workers  re- 
acted strongly  against  the  bill  as  it 
would  cause  legal  uncertainty  and 
confusion.  Both  parties  think  that 
the  government  and  the  DPR  should 
drop  the  bill  because  it  overlaps  with 
existing  laws  on  social  security  pro- 
grams for  workers,  civil  servants  and 
servicemen.  The  confusion  stems  from 
the  fact  that,  on  one  side,  the  bill 
could  be  treated  as  an  umbrella  for 
other  laws  on  social  security  pro- 
grams, yet  on  the  other,  it  also  went 
into  detailed  social  security  programs 


THE  STATE'S  ROLE  IN  SOCIAL  DEVELOPMENT  (Hendytio) 


295 


for  the  entire  workforce,  including 
the  unemployed  and  the  poor. 

Relevant  government  officials  have 
insisted  that  despite  the  existence  of 
the  bill,  existing  state-own  companies 
—PT  Jamsostek,  PT  Askes,  PT  Taspen 
and  PT  Asabri —  would  continue  with 
current  schemes.  They  are,  however, 
required  to  make  adjustments  in  terms 
of  insurance  schemes,  premiums  and 
claims. 

Workers  are  against,  the  bill  as  it 
requires  the  cost  of  health  insurance 
scheme  tol  be  borne  by  the  workers 
and  employers,  whilst  under  current 
program  the  premium  is  covered  fully 
by  employers.  Workers  argue  further 
that  the  government  should  run  a 
separate  basic  social  security  program 
for  the  unemployed  and  the  poor  and 
should  include  them  in  the  existing 
social  security  programs. 

People  are  also  concerned  with  the 
lack  of  sufficient  funds  to  support  the 
government's  commitment  on  welfare. 
The  then  Coordinating  Minister  for 
People's  Welfare,  Jusuf  Kalla,  said  that 
government  would  allocate  up  to 
Rp  3  trillion  (approximately  US$360 


million)  annually  to  pay  for  health 
insurance  premiums  for  around  40 
million  poor  people. 

It  is  important  to  note  that  the 
government's  financial  capacity  is 
one  important  aspect  in  providing 
any  welfare  program  for  the  people. 
However,  what  is  much  more  import- 
ant is  that  the  responsibility  of  social 
welfare  must  not  only  rest  on  the 
government's  shoulder.  It  must  also 
obtain  the  support  of  other  parties,  in- 
cluding families,  community  groups, 
NGOs,  voluntary  organizations,  and 
private  sector.  In  other  word,  govern- 
ment should  promote  and  stabilize 
active  participation  of  people  in  social 
service.  Empowerment  is  very  much 
needed  for  the  purpose  of  capacity 
building  of  non-state  actors  in  social 
welfare  development. 

With  regard  to  policy  development, 
the  government  needs  to  improve  the 
scope  and  distribution  of  more  equit- 
able social  services.  Upgrading  so- 
cial services  management  that  in- 
volves planning,  implementation, 
control,  evaluation  and  report  is  also 
of  great  importance. 


SECURITY  AND  EXTERNAL  CHALLENGES 


Internal  dan  External  Challenges 

Edy  Prasetyono 


INDONESIA'S  security  concerns 
over  external  pressures  and  in- 
ternal instability  have  been  mount- 
ing due  to  a  number  of  factors.  First 
is  globalization  and  its  linkage  to  in- 
ternal security.  The  most  important 
aspect  of  globalization  is  that  it  gen- 
erates sensitivity  and  vulnerability  to 
the  security  of  state,  individual,  and 
other  non-state  actors  due  to  transna- 
tional transactions  and  interconnect- 
ions among  issues  and  actors.  Eco- 
nomic and  political  gains  are  increas- 
ingly generated  by  transactions  across 
national  boundaries  of  the  states  using 
advanced  and  mobile  technology,  in- 
formation, capital,  and  people  move- 
ment. 

Globalization  has  generated  the 
above  pressures  on  Indonesia  pri- 
marily because  the  latter  lacks  the  cap- 
ability to  control  its  territory  and  ac- 
cess. Maritime  piracy,  illegal  fishing, 
arms  smuggling,  human  trafficking 
and  smuggling,  and  terrorism  have 
successfully  exploited  the  porous  nature 


of  the  maritime  and  air  territory  of 
Indonesia  for  their  activities.  Indonesia 
has  suffered  from  the  loss  of  billions  of 
US  dollars  annually  due  to  its  lack 
of  surveillance  and  reconnaissance 
capabilities  to  control  its  water,  land, 
and  air  territory.  At  the  same  time, 
due  to  globalization,  many  domestic 
problems,  particularly  ethnic  con- 
flicts, armed  rebellion,  and  separatist 
movements,  have  also  been  interna- 
tionalized. Thousands  of  small  arms 
have  been  smuggled  into  Aceh,  Am- 
bon, and  Maluku  in  the  eastern  part 
of  Indonesia.  Furthermore,  about  80% 
of  illicit  small  arms  are  transferred 
through  water /sea  transports  in  South- 
east Asia  surroimding  Indonesia. 

What  should  also  be  noted  is  that 
in  Indonesia  interconnectedness  and 
interdependence  resulting  from  the 
forces  of  the  globalization  have  also 
increasingly  pushed  some  members 
of  the  societies  back  to  adopting 
primordial  identities  based  on  culture, 
religion,  and  ethnicity.  Social  and 


political  developments  in  the  country 
have  indicated  that  these  identities 
have  become  effective  rallying  plat- 
forms for  political  and  social  move- 
ments challenging  the  state  and  its 
legitimacy.  This  is  particularly  true  as 
the  country  has  been  faced  with  a 
series  of  ideological  conflicts,  insur- 
gence,  and  separatist  movements.  In 
a  way,  Indonesia  is  still  struggling  to 
achieve  national  unity  and  political 
stability. 

The  second  security  challenge  to 
Indonesia  relates  to  the  issues  of  good 
governance.  Recent  developments  point 
to  the  importance  of  governance  in 
delivering  economic  and  political  bene- 
fits and  that  it  can  exacerbate  or  miti- 
gate internal  security  problems,  such  as 
ethnic  and  religious  conflicts  and  se- 
paratism. It  becomes  clear  from  the 
current  state  of  affairs  that  improving 
governance  is  a  major  challenge  to  the 
country  and  society. 

Good  governance  encompasses  the 
creation  of  domestic  and  state  institut- 
ions to  regulate,  to  manage,  and  to  fa- 
cilitate stable  political  pluralism,  eco- 
nomic development,  and  social  equity. 
In  the  current  context,  this  also  implies 
modalities  to  manage  relationships  be- 
tween central  and  local  governments 
in  the  context  of  growing  local  auto- 
nomy and  the  strengthening  of  civil 
society.  The  burden  of  Indonesia's  po- 
litical system  and  the  new  government 
in  the  post-election  will  be  centered  on 
these  issues.  Failure  to  create  good 


governance  to  deal  with  these  issues 
would  generate  social  and  political 
conflicts  eroding  popular  support  and 
political  legitimacy  of  the  government. 
It  can  also  generate  social  and  political 
conflicts  threatening  the  security  of  the 
society  as  a  whole. 

Third,  Indonesia  also  faces  tradit- 
ional security  problems  especially 
those  relating  to  border  issues.  Many 
maritime  boundaries  in  the  region 
remain  ill-defined,  resulting  in  mar- 
itime territory  and  resources  disputes. 
They  appear  to  have  been  neglected 
for  some  reasons.  More  crucially,  with 
the  increasing  trans-national  threats 
and  separatism  and  the  need  to  protect 
natural  resources,  territorial  issues  are 
an  important  national  security  agenda, 
particularly  as  the  country  accom- 
modates important  international  sea 
routes  and  is  located  in  a  strategic  pos- 
ition open  to  external  interference. 
Thus,  it  is  clear  that  border  and  ter- 
ritorial issues  have  domestic  and  in- 
ternational security  implications  that 
require  a  comprehensive  approach  to 
deal  with. 

Another  security  challenge  is  en- 
vironmental degradation.  Indonesia 
has  been  facing  serious  deforestation, 
top-soil  loss,  and  other  ecological 
problems.  The  security  implications 
are  many.  Deforestation  and  other 
environmental  degradation  have  led 
to  the  decreasing  national  capacity  in 
self-sufficiency  in  food,  increasing 
competition    for    land,    changes  in 
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the  country's  landscape,  and  the  creat- 
ion of  urban  sluiiis.  There  have  also 
been  cases  where  environmental  de- 
gradation has  caused  violerit  conflict 
in  the  country.  The  loss  of  traditional 
lands  and  severe  environmental  de- 
gradation caused  by  mining  activities 
has  led  to  rebellion  in  Irian  Jaya  and 
conflicts  in  other  parts  of  the  country. 
Apart  from  these  problems,  in  the 
longer  term,  the  issue  seems  to  be 
more  acute.  The  country  will  face  a 
difficult  choice  between  the  need  for 
economic  development  of  the  present 
generation  and  the  needs  of  the  future 
generation.  This  poses  increasing 
pressures  on  administrative  capacities 
and  demands  on  the  government,  and 
could  lead  to  shifts  in  power  balances 
within  societies. 

Tackling  those  security  challenges 
requires  fundamental  political  trans- 
formation from  state-centric  domain  to 
one  articulating  and  conveying  people's 
and  societies'  interests.  This  means  a 
transformation  towards  a  more  demo- 
cratic polity  and  power-sharing  inter- 


actions between  central  and  local  gov- 
ernments and  the  communities. 

Another  necessary  measure  is  in- 
ternational cooperation.  Interdepend- 
ence, openness,  and  interconnected- 
ness  have  changed  the  nature  of  se- 
curity challenges.  They  can  no  longer 
be  defined  in  spatial  and  physical 
boundaries  both  in  terms  of  their 
sources  and  implications.  This  gene- 
rates pressures  not  only  on  the  state, 
but  also  on  societies.  Consequently, 
the  notion  of  absolute  national  sover- 
eignty has  becomes  irrelevant,  lead- 
ing to  growing  regionalism  both  in 
economic  and  political  areas. 

Thus,  the  answer  for  Indonesia  is 
cle^r.  It  is  democratization  to  manage 
state-society  interactions  and  openness 
in  their  interactions  with  the  interna- 
tional society.  This  requires  some  de- 
gree of  transformation  of  national 
sovereignty  towards  regionalism.  This 
is  the  only  way  for  Indonesia  to  sur- 
vive in  a  more  open  and  competitive 
world. 


state  Building 

Kusnanto  Anggoro 


THE  world  has  witnessed  the 
process  of  cei\tralization  ar\d 
state  building  that  has  been 
challenged  by  a  variety  of  social  and 
ethnic  movements.  All  over  the 
Western  world,  minority  groups  are 
creating  a  Risorgimento  of  their  own. 
In  North  America,  the  Native  Ame- 
rican tribal  groups  are  reclaiming  their 
sovereignties,  slowly  but  with  incre- 
asing confidence^r  In  Europe,  min- 
ority groups  long  forgotten  and  thought 
to  be  wholly  assimilated  are  stating 
their  case  for  autonomy  and/or  in- 
dependence. And,  where  the  situation 
is  not  yet  mature  for  peaceful  grants 
of  the  rights,  the  nations  are  taking 
their  cause  to  the  battlefield. 

Post-Soeharto  Indonesia  has  been 
stricken  by  a  number  of  violent  and,  in 
some  areas  protracted,  conflict.  Se- 
paratist struggle  continues  in  Aceh 
and  Papua,  while  communal  violent 
erupted  along  ethnic  and  religious 
lines  in  Kalimantan,  Sulawesi,  and 
Maluku.  The  2003  Defense  White  Paper 
acknowledged  this  is  to  be  the  most 
serious  [internal]  threat  to  Indonesia's 
security  for  the  next  10  years. 


Indonesia  is  not  a  failed  state. 
Ethno-federalism  will  never  become 
a  visible  option.  The  horror  of  the 
former  Yugoslavia  will  not  happen 
here.  Certainly,  no  one  ever  said  that 
achieving  a  peaceful,  prosperous  and 
democratic  Indonesia  would  be  easy. 
All  of  us  should  not  despair  just 
because  things  are  muddled  at  the 
moment. 

One  should  nonetheless  not  be 
complacent.  State  building  and  nation 
building  remain  the  greatest  challenge. 
As  in  almost  all  post-colonial  experi- 
ences, the  sate  building  project  has 
been  followed  by  a  highly  centralized 
and  standardized  bureaucratic  system. 
Designed  to  integrate  the  country, 
they  all  appeared  to  have  derailed  the 
country  for  so  long. 

Indeed  the  problem  that  Indonesia 
now  faces  is  common  to  developing 
societies  with  a  weak  national  identity 
or  sense  of  nationhood.  As  an  im- 
portant factor  of  nation  building, 
common  history  is  not  well  shared 
in  Indonesia.  The  Sumpah  Pemuda  of 
1928  was  in  fact  a  superfluous,  if  not 
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artificial,  pledge  of  anti-colonial  na- 
tionalism rather  than  of  a  true  sense 
of  unity. 

The  nature  of  archipelagic  country 
and  direct  rule  that  the  colonial  power 
had  enacted  for  centuries  makes 
things  worse.  When  Sukarno  and 
Mohammad  Hatta  proclaimed  in- 
dependence on  17  August  1945,  many 
regions  of  Indonesia  had  little  self- 
awakening  to  independence.  Armed 
resistance  and  the  guerilla  against  the 
Dutch  were  mainly  in  Java,  not  in  the 
outer  Islands. 

The  highly  centralized  bureau- 
cracy was  primarily  aimed  at  mobil- 
izing resources.  More  importantly, 
the  Suharto  regime  introduced  Panca- 
sila  as  the  sole  state's  ideology,  thus 
relying  on  integrationist  strategy  to- 
wards state  and  nation  building. 

In  the  years  to  come,  nation  build- 
ing and  state-building  will  remain  a 
coinplex  undertaking.  The  apotheosis 
of  colonial  past  appears  to  manifest 
itself  in  the  development  and  articul- 
ation of  a  strong  state,  a  concept  that 
captured  the  imagination  of  many 
leaders  throughout  the  world  as  the 
best  vehicle  for  the  evolution  of  na- 
tionhood. To  many,  the  post-colonial 
state  of  Indonesia  appears  as  an  at- 
tempt to  create  a  nation  from  the 
sprawling  artifacts  the  colonialist  had 
carved  out. 

Indeed,  it  has  always  been  difficult 
to  figure  out  how  state  authority 


would  strengthen  shared  identity.  The 
modern  idea  of  a  nation,  originally 
from  the  Latin  word  'natio'  that 
derives  from  the  word  'natus'  (mean- 
ing 'birth'),  implies  a  common  blood 
relationship,  that  in  the  end  develops 
into  the  idea  of  a  shared  common  in- 
terest. But  far  from  being  immutable 
and  unchanging  entities,  a  nation  is 
also  constantly  evolving  and  changing- 
they  are  "imagined  communities",  and 
they  are  constantly  re-imagining  them- 
selves. 

Unfortunately,  states  are  always 
jealous  of  such  re-imagination.  The 
word  state,  derives  from  an  Italian 
term,  lo  stato,  coined  by  Machiavelli 
to  describe  the  whole  of  the  social 
hierarchy  that  governs  and  rules  a  coim- 
try,  denotes  an  institutional  structure 
charged  with  exercising  authority  to 
use  force  and  other  coercive  measures. 
In  a  fragile  nationhood,  state  building 
then  is,  in  the  words  of  Jacob  Bruckhart, 
"a  work  of  art". 

Indeed,  it  is  a  truism  that  nation 
building  and  its  corollary  problematic, 
state  building,  presupposes  the  im- 
perative of  hierarchization  and  asym- 
metry of  power.  In  many  cases  this  is 
reflected  in  the  use  of  violent  means. 
But  the  use  of  force  could  well  be 
counter-productive  in  post  colonial 
societies  as  they  have  made  demo- 
cratic state  building  even  more  com- 
plicated. 

Violence  is  no  longer  the  sole  mono- 
poly of  the  state.  Various  transnational 


STATE  BUILDING  (AngRoro)  

forces  are  able  to  arm,  equip,  and  de- 
liver lethal  weapons  of  terror.  As  his- 
tory has  shown,  state  building  was 
generally  accomplished  by  coercive 
means  through  conquests  or  resistance 
to  conquests.  The  use  of  force  could 
develop  in  either  direction.  There  is 
also  the  danger  that  the  use  of  force 
could  end  up  in  a  malignant  paradox, 
if  not  a  sinister  conundrum. 

The  process  of  nation  and  state  build- 
ing and  the  pursuit  of  a  new  ideal 
state  require  changes  in  the  attitudes 
and  consciousness  of  those  participat- 
ing in  the  process.  Jakarta  must  be 
aware  that,  as  the  history  of  national- 
ism and  state  building  in  nineteenth 
century  Europe  shows,  states  are  not 
created  or  destroyed,  and  frontiers  red- 
rawn or  obliterated,  by  arguments  and 
majority  votes.  Nations  are  freed,  tmited, 
or  broken  by  blood  and  iron,  and  not 
by  a  generous  application  of  liberty. 
There  should  be  wisdom  iri  Jakarta 
that  debunking  has  been  no  more  than 
simply  the  classic  move  of  those  pro- 
testing against  an  unjust  status  quo. 

Jakarta  must  also  be  able  to  con- 
vince people  that  the  use  of  force  by 
Jakarta  is  not  located  in  ideas  and  cul- 
tural forces  that  unify,  synthesize  or 
generalize  a  range  of  experiences. 
Such  forces  suppress  difference  or 
negate  multiple  "others"  not  sub- 
sumed within  totalities  such  as  nation, 
class,  gender,  and  other  primordial 
identities.  In  the  past,  the  choice  of 
Bahasa  Indonesia  as  the  lingua  franca 
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is  self-evident  that  the  founding 
fathers  of  Indonesia  never  meant  a 
nation  based  on  an  exclusionary  myth 
of  national  unity  centered  on  ab- 
stractions such  as  race,  or  ethnic  singul- 
arity. Now,  Jakarta  is  in  dire  needs  to 
find,  in  the  word  of  Anthony  Giddens, 
a  "cultural  sensibility  of  sovereignty". 

For  sure,  there  are  no  alternatives 
to  democracy.  It  governs  relations 
among  individuals  and  protects  citi- 
zens from  excesses  by  the  state.  Demo- 
cracy and  state  building  have  become 
closely  intertwined  and  fused  with 
development,  not  just  economic  growth. 
It  is,  for  example,  strongly  shared  that 
democratization  makes  the  state  more 
transparent  and  transforms  its  nature 
to  become  more  responsive  to  social 
needs.  This  transformation,  in  turn, 
strengthens  the  state  both  by  enhance 
ing  its  legitimacy  and  by  integrating 
different  national  entities. 

This  is  a  gigantic  challenge  for  In- 
donesia. It  is  imperative  to  argue  that 
democratic  procedures  are  of  value 
only  if  they  establish  some  sort  of 
dependency  of  public  officials  on 
ordinary  citizens.  Now  is  an  age  of 
reckoning,  and  among  our  primary 
tasks  is  to  reconcile  the  democratic 
institution  with  citizen  politics.  The 
time  is  ripe  for  Indonesians  to  devel- 
op a  new,  value-based  approach  to 
nationhood  and  politics  in  which  citi- 
zens and  politicians  can  articulate  is- 
sues in  the  public  arena  without  be- 
ing sectarian. 
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While  there  is  still  no  direction  as 
to  whether  Indonesia  will  land  in  a 
more  democratic  polity,  national 
leadership  must  have  the  ability  to 
keep  public  impatience  in  check,  to 
convince  the  people  to  endure  the 


current  situation  and  to  assure  them 
of  the  sunshine  behind  the  clouds. 
Needless  to  say,  such  ability  can  come 
only  from  someone  with  a  clear  vision 
and  a  strong  commitment  to  the  fu- 
ture as  well  as  a  solid  leadership  to  rule. 


/  . 

TENGARA  ORDE  BARU 
Kisah  Harry  Tjan  Silalahi 

(Indicating  the  New  Order:  The  Story  of  Harry  Tjan  Silalahi) 

Written;  J.B.  Soedarmanta 

Published  by:  PT  Toko  Gunung  Agung  Tbk., 
Jakarta. 

During  the  period  of  New  Order  under  Soe- 
harto's  leadership  many  events  had  taken 
place,  affecting  and  shaping  a  number  of 
today's  paradoxes.  Born  as  an  Indonesian, 
Harry  Tjan  Silalahi  had  witnessed  the  be- 
ginning as  well  as  the  ending  of  the  New 
Order.  Therefore,  he  could  describe  well 
all  the  experiences  along  the  journeys  he 
had  throughout  that  period. 

The  book,  writen  in  Indonesian,  presents  15 
essays  that  are  grouped  according  to  9 
main  themes:  the  origin,  social  circumstance,  personal  education  formation,  his- 
torical awarenes^,  religion  and  belief,  working  life,  and  visiorwry  thoughts. 

Of  those  essays,  the  last  two  —Masa  Depart  Reformasi  and  Awal  Rekonsiliasi—  are 
the  most  interesting  to  discuss,  as  they  are  relevant  to  the  current  situation  where  people 
have  been  at  the  crossroads  and  in  the  state  of  confusion  and  uncertainty. 

2004. 1st  Ed.,  316  pp.;  21  cm,  ISBN  979-3398-03-5,  IDR  200.000,00  (hard  cover) 
Additional  charge  20%  of  the  book  prices  is  required  for  delivery  outside  Jakarta 

Centre  for  Strategic  and  International  Studies 

Jalan  Tanah  Abang  01/23-27,  Jakarta  10160,  INDONESIA 
Tel  (62  21)  386-5532,  Fax  (62  21)  380-9641, 384-7517 
E-mail:  csis@csis.or.id 


J.H.  Sm'il.inii.inl.) 


TENGARA^ 

ORDE  BARU  1 

Kisah  Harry  Tjan  Silnlalii 


Threat  To  Disintegration 


Philips  Jusario  Vermonte 


THE  transition  to  democracy 
has  required  social  costs  partly 
in  the  form  of  regional  con- 
flicts. Even  though  the  Indonesian 
people  are  now  enjoying  relatively 
more  freedom  that  enables  them  to 
assert  their  political  aspiration,  con- 
flicts occur  more  frequently  and  even 
in  more  violent  ways  in  the  last  three 
or  four  years.  As  it  is  widely  reported 
around  the  world,  Indonesia  has  been 
confronted  with  at  least  four  major 
conflicts,  which  have  taken  place  in 
Poso,  Maluku,  Aceh  and  Papua.  In 
addition,  the  country  has  experienced 
several  other  conflicts  that  seem  to  be 
temporarily  solved,  such  as  the  con- 
flicts in  West  and  Central  Kalimantan 
provinces.  The  East  Timor  problem  is 
another  case  in  point.  Many  of  these 
conflicts  lead  to  an  assumption  that 
Indonesia  is  facing  a  serious  threat  of 
disintegration. 

In  fact,  one  important  lesson  that 
can  be  learned  from  the  experience  of 
other  democratizing  countries  is  that 
a  fledgling  democracy  is  always  con- 
fronting the  problem  of  attaining  and 
preserving  the  political  legitimacy  of 
the  state.  In  some  cases,  states  in 
transition  failed  to  sustain  de  jure 


status  over  the  full  territory  to  which 
they  claim  sovereignty.  This  confirms 
the  observation  that  democratization 
plausibly  creates  a  syndrome  of  weak 
central  authority.^ 

These  observations  fit  the  actual 
situation  in  Indonesia.  President  Ha- 
bibie, the  successor  of  President  Soe- 
harto,  obviously  faced  a  complicated 
domestic  political  situation.  His  pres- 
idential legitimacy  was  questioned 
from  within  the  country.  He  was  forced 
to  show  his  commitment  for  demo- 
cracy. Habibie's  policy  on  East  Timor, 
which  allowed  East  Timor  to  become 
independent,  had  brought  serious 
consequences.  The  international  com- 
munity welcomed  his  decision  to  let 
the  UN  organize  the  referendum.  But 
the  bloodshed  that  flared  across  East 
Timor  clearly  showed  the  readiness 
to  use  force.  The  UN  High  Commis- 
sioner for  Human  Rights  reported 
that  the  pro-integrationist  militias  did 


See  Edward  D.  Masnfield  dan  Jack 
Snyder,  "Democratic  Transitions  and  War: 
from  Napoleon  to  the  Millenium's  End"  in  C. 
A.  Crocker,  et.al.,  Turbulent  Peace:  the  Chal- 
lenges of  Managing  International  Conflict 
(Washington,DC.:  United  States  Institute 
of  Peace,  2001),  120. 
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the.  massacre  in  many  places  and 
forcibly  displaced  up  to  200,000  per- 
sons to  the  West  Timor  province.  The 
militias  also  violently  destroyed  the 
East  Timor  capital  city,  Dili. 

The  conflicts  between  the  native 
Malay  and  the  Madurese  in  Sambas 
1999  took  the  live  of  150  people,  and 
approximately  10,000  people  sought 
refuge  in  other  region.  Another  de- 
vastating conflict  occurred  in  Sampit 
(in  the  Central  Kalimantan  province) 
in  early  2001.  It  was  estimated  that 
more  than  450  people,  who  were 
mostly  Madureise,  got  killed  during 
the  conflict  that  lasted  no  more  than 
a  month.  Meanwhile,  in  Ambon  (the 
capital  city  of  the  Maluku  province), 
the  conflict  has  become  a  religious 
communal  conflict.  The  number  of 
casualties  is  very  high-at  least,  3,000 
people  died  in  the  conflict  that  have 
been  taking  place  since  January  1999 
and  the  conflict  had  also  caused  ap- 
proximately 400,000  people  to  be  dis- 
placed. 

After  East  Timor,  the  most  serious 
threats  are  coming  from  Aceh,  the 
western  province  of  Indonesia,  and 
Papua,  the  eastern  province  of  Indone- 
sia. A  similarity  can  be  drawn  between 
the  problem  of  East  Timor  and  Aceh. 
East  Timor  and  Aceh  both  experienced 
military  operations  carried  out  by  the 
TNI.  An  Acehnese  might  argue  that, 
like  East  Timor,  Aceh  has  never  been 
a  part  of  Indonesia,  since  Aceh  was  the 
only  region  that  the  colonial  Dutch 
had  never  conquered.  Therefore,  as 


the  Free  Aceh  Movement  (GAM)  con- 
tinuously insists,  the  Acehnese  deserve 
the  right  of  self-determination. 

The  case  of  East  Timor  highlights 
the  fact  that  coercion  creates  more 
problems  than  it  resolves  conflicting 
situations.  In  other  words,  a  military 
approach  might  not  be  a  right  ap- 
proach to  deal  with  the  problem  of 
separatism.  A  closer  look  at  the  root 
causes  of  the  rise  of  separatist  move- 
ment and  the  increase  of  violent  con- 
flict in  Indonesia  can  provide  a  better 
understanding  on  the  nature  of  these 
conflicts.  There  are  at  least  three 
features  that  can  be  considered  as  the 
root  causes  of  conflicts  that  occur 
within  the  coxmtry.  These  three  features 
are  mainly  the  legacy  of  the  past  auth- 
oritarian regime. 

The  first  feature  is  that  Indonesia 
was  governed  by  the  politics  of  cen- 
tralization imposed  by  Soeharto's  New 
Order  regime.  The  regime  maintained 
that  Indonesia  should  be  governed 
with  a  high  degree  of  uniformity  by 
the  central  government.  This  under- 
mined local  institutions,  traditional 
culture  and  norms  including  the  ones 
that  functioned  as  a  mechanism  for 
conflict  prevention  and  management. 

The  second  feature  is  the  politics 
of  exploitation  of  natural  resources 
across  the  country.  Most  of  the  con- 
flicts occurred  in  regions  that  have 
abundant  natural  resources.  The  Da- 
yak  people  in  Kalimantan  have  long 
relied  on  rich  forest  resources  for  their 
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life.  But  their  access  to  forest  resources 
was  severely  curtailed  when  the  ex- 
tensive forest  exploitation  by  the 
central  government  reached  their 
habitat.  To  make  matters  worse,  the 
Dayak  did  not  enjoy  the  benefit  that 
went  to  "outsiders",  either  the  central 
government  in  Jakarta  or  other  groups 
outside  their  community.  The  Dayaks 
regarded  the  Madurese  as  the  most 
aggressive  and  least  accommodating 
groups  of  new  comers  and  thus  they 
became  the  target  for  their  economic 
grievances.'^ 

In  Aceh,  when  the  Free  Aceh  Move- 
ment (GAM)  was  formed  in  1976,  eco- 
nomic grievances  were  also  perceived 
as  an  important  factor.  The  founder 
of  GAM  stressed  "the  plundering  of 
Aceh's  wealth  and  resources  by  'Ja- 
vanese-Indonesian' colonialist  in  the 
name  of  development.^ 

The  third  feature  that  links  to- 
gether the  first  two  features  is  the  po- 
litics of  oppression  carried  out  by  the 
New  Order  government.  Maintaining 
political  stability  to  protect  economic 
development  was  the  highest  priority 
of  the  government.  In  several  occasions 
the  government  readily  used  force  to 
deal  with  any  perceived  threat  to 
stability.  The  government  relied 
heavily  on   the   Indonesian  Armed 


James  Danandjadja,  "Tionghoa,  Dayak 
dan  Madura",  quoted  in  Rizal  Sukma,  Eth- 
nic Conflict  in  Indonesia,  14. 

Human  Rights  Watch,  The  War  in  Aceh 
13,  no.  4  (August  2001),  7. 


Forces  (TNI)  to  maintain  stability. 
This  affected  the  doctrine  maintained 
by  the  TNI  during  the  New  Order 
government.  For  example,  TNI  per- 
ceived "threat"  as  anything  that  is 
seen  as  an  obstacle  or  might  obstruct 
the  national  development  process.'* 

The  economic  crisis  has  reduced 
the  state's  capacity  to  contain  violent 
conflicts  to  occur.  Meanwhile,  demo- 
cratic institutions  by  which  conflict 
can  be  managed  through  peaceful 
means  are  not  yet  in  place.  The  struggle 
for  power  in  the  country's  national 
politics  contributes  to  the  deteriorat- 
ion of  the  state's  capacity  to  provide 
security  to  the  people.  This  results  in 
a  situation  where  the  state  apparatus, 
including  the  military,  the  police,  and 
the  judicial  system,  lack  guidance  and 
leadership  to  act,  which  accordingly 
undermines  law  enforcement  in  the 
country.  The  government  thus  ap- 
peared reluctant  to  prosecute  or  detain 
individuals  that  have  provoked  people 
to  go  to  war  each  other.^  The  serious 
financial  burden  caused  by  the  eco- 
nomic crisis  in  many  cases  had  even 
worsened  the  conflict.  In  this  case,  se- 
curity forces  could  hardly  play  their 
role  as  effective  peace  enforcers  in 
particular  due  to  financial  constraints. 


For  detail  account  on  the  TNI's  doctrine, 
see  Robert  Lowry,  The  Armed  Forces  of  In- 
donesia (Sydney:  NSW,  1996). 

^In  the  case  of  Maluku,  it  was  only  in 
May  2002  that  the  government  detained  the 
leader  of  two  forces  fighting  in  Maluku, 
Ja'far  Umar  Thalib  of  the  Laskar  Jihad  and 
Alex  Manuputty  of  the  Christian  side. 


Transnational  Security  Threats 

Landry  Haryo  Subianto 


HE  end  of  the  Cold  War  and 
many  of  its  subsequent  events, 
including  the  recent  terrorist 


attacks  in  many  places  of  the  globe, 
have  marked  the  emergence  of  new 
forms  of  threats  to  our  security.  In  the 
past,  the  central  debate  on  security 
revolved  around  the  possible  war  be- 
tween states,  conventionally  or  non- 
conventionally.  With  the  end  of  Cold 
War,  the  world  entered  a  new  era, 
where  conflicts  especially  occurred 
within  the  state,  and  in  many  instances, 
involved  non-state  actors. 

Nonetheless,  many  would  argue 
that  the  biggest  threat  to  our  security 
is,  not  so  much  inter-state  or  intra- 
states conflicts.  Instead,  crimes  in  all 
its  aspects,  which  are  rapidly  be- 
coming transnational  and  very  well 
organized,  posed  a  more  serious  and 
immediate  danger  to  the  life  of  people. 
At  the  extreme  end,  it  is  even  argued 
that  more  people  have  died  because  of 
the  illicit  small  arms,  as  compared  to 
that  by  nuclear  bombs. 

Due  to  its  extensive  geography  and 
porous  borders,  which  are  poorly 
monitored  or  guarded  by  under-equip- 


ped authorities,  Indonesia  is  an  easy 
target  for  criminals  or  transnational 
crimes  organizations.  Their  activities 
include  illicit  drugs,  small-arms,  and 
people  trafficking,  piracy,  documents 
fraud,  as  well  as  money  laundering. 
We  have  witnessed  an  increase  in  the 
number  of  criminal  activities  in  the 
country,  which  not  only  shattered 
Indonesia's  image,  but  also  resulted 
in  enormous  economic  losses  amount- 
ing to  billions  of  dollars.  Therefore, 
transnational  crime  is  one  of  the  most 
serious  challenges  to  our  national  se- 
curity, and  must  be  put  at  the  top  of 
our  priority  list.  Certainly,  coping  with 
such  a  challenge  requires  more  than 
just  rhetoric. 

In  the  context  of  current  Indonesian 
transitional  politics,  which  is  so  prone 
to  instability,  state  authority  is  regarded 
to  be  at  its  lowest  or  weakest  point. 
Such  a  condition  coupled  with  moral 
hazards  of  security  personnel  may 
significantly  reduce  the  state  capacity 
to  enforce  the  laws  effectively. 

There  is  in  fact  no  clear  cut  definit- 
ion on  what  constitute  a  transnational 
organized  crime.  Some  analysts  see  this 
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as  a  grey  area  phenomenon.  What 
has  emerged  is  a  more  sophisticated 
modus  operandi  of  transnational  organ- 
ized crimes,  in  terms  of  networks,  tech- 
nique, and  scope  of  operations.  The  ap- 
pUcation  of  new  technology,  especially 
information  technology,  has  also  in- 
creased the  sophistication  of  transna- 
tional organized  crimes. 

Indonesia,  in  particular,  is  faced 
with  serious  transnational  organized 
crimes  in  the  forms  of  human-traf- 
ficl^ng,  illicit  drugs-trafficking,  and 
small  arms-trafficking.  In  recent  times, 
other  forms  of  transnational  crimes 
such  as  cybercrimes,  money  laundering, 
and  doctmient  fraud  have  also  increased. 

As  for  the  human  trafficking  issue, 
Indonesia  is  known  as  a  source  of  il- 
licit human  trafficking  to  other  coun- 
tries, especially  Southeast  and  North- 
east Asian  territories,  such  as  Hong 
Kong  and  Taiwan.  It  also  has  become 
a  transitory  post  before  entering  third 
countries.  The  latter  case  was  demon- 
strated for  instance  with  the  increased 
influx  of  people  from  the  Middle  East 
or  Southeast  Europe  to  Indonesia, 
whose  final  travel  destination  is  Aus- 
tralia or  New  Zealand. 

In  the  last  decade,  there  has  been  a 
steady  increase  in  people  trafficking, 
smuggled  to  neighboring  areas  as  il- 
legal workers.  Malaysia  in  particular  is 
the  main  target  country.  Apparently, 
economic  hardship  at  home,  especially 
in  the  aftermath  of  economic  crisis. 


and  rapid  developments  in  countries 
like  Malaysia  and  Singapore,  have  at- 
tracted people  to  leave  for  those  coun- 
tries at  all  costs  and  risks. 

However,  most  of  those  workers  are 
women  who  are  prone  to  violent  treat- 
ment, such  as  physical,  psycholog- 
ical, sexual,  and  economic  harassments. 
Yet,  since  most  of  them  entered  the 
country  illegally,  therefore  they  have 
no  legal  and  political  protection.  As  a 
result,  little  can  be  done  by  the  officials 
once  an  illegal  worker  experiences 
mistreatments  or  major  incidents  that 
caused  her  to  injure  or  even  die.  The 
issue  of  illegal  workers  from  Indone- 
sia has  become  one  of  the  most  delicate 
and  contentious  problems  between  Ja- 
karta and  Kuala  Lumpur.  As  a  transit 
country,  Indonesia  must  also  deal  with 
the  influx  of  illegal  immigrants  to  third 
countries  like  Australia.  Canberra  of- 
ten requests  Indonesia  to  increase  its 
measures  against  illicit  human  traffick- 
ing to  Australia. 

Drugs-trafficking  is  another  form 
of  transnational  criminal  activities  that 
the  coimtry  has  to  cope  with.  In  aU  traf- 
ficking activities,  Indonesia  is  both  the 
target  and  transit  country.  Drugs,  in 
the  forms  of  opium  and  amphetamine, 
were  smuggled  to  and  through  Indo- 
nesia by  international  syndicates  in- 
volving many  nationalities.  In  most 
cases,  they  were  smuggled  by  people 
traveling  by  airplanes.  In  the  period  of 
1998-1999,  the  number  of  drug  cases 
in  Indonesia  increased  from  958  to 
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1,833  cases,  and  reached  its  peak  in 
2000  (3,478  cases).  Indonesia  is  also 
known  to  be  one  of  the  countries  that 
produce  and  supply  amphetamine,  i.e., 
ecstasy  pills.  Taiwan  and  Europe  are 
two  primary  targets  of  these  illegal 
activities.  Despite  numerous  efforts  to 
stop  the  chain  of  drug  business,  both 
domestically  and  internationally,  drugs 
violations  in  the  countries  continued 
to  take  place  ur\abatedly. 

Furthermore,  contrary  to  the  global 
concerns  over  the  spread  of  small  arms 
and  serious  threats  it  poses  on  society, 
security  officials  in  Jakarta  often  claim 
that  small  arms  do  not  represent  a 
major  problem  in  Indonesia  in  terms 
of  everyday  crime.  However,  with  the 
increasing  tensions  and  conflicts  in  the 
country,  the  claim  seems  no  longer  re- 
levant. There  is  a  lot  of  evidence  show- 
ing the  close  linkage  between  the  illicit 
arms  transactions  and  conflicts.  As  a 
result,  the  issue  of  small  arms  attracts 
more  attention  recently. 

Moreover,  in  Indonesia,  illicit  traf- 
ficking of  firearms  and  illegal  arms  pro- 
ductions (e.g.,  home  made  weapons)  is 
not  only  liiiked  with  urban  crimes  such 
as  robberies,  which  take  place  in  major 
cities  like  Jakarta,  Surabaya,  Medan, 
and  elsewhere,  but  also  relates  to  the 
current  wave  of  conflicts  in  the  coun- 
try, either  separatist  movements  or  com- 
mimal  conflicts.  Furthermore,  Asia  Times 
(2000)  reported  that  the  Indonesian 
Police  have  "identified  three  critical 
areas  — Sangir  Talaud  in  North  Sula- 


wesi, Aceh  and  the  border  of  Indonesia 
and  East  Timor —  where  illicit  trade  and 
trafficking  of  Small  Arms  and  Light 
Weapons  take  place."  There  are  strong 
indications  that  arms  smuggling  activit- 
ies in  Indonesia  are  also  linked  with 
various  criminal  organizatior\s  or  net- 
works in  Thailand,  Vietnam,  Cambodia, 
and  the  Philippines. 

Apart  from  those  three  forms  of 
transnational  criminal  activities,  Indo- 
nesia also  faces  other  more  contem- 
porary crimes,  such  as  cybercrime  and 
money  laundering.  The  two  have  espe- 
cially gained  more  attention  after  the 
terrorist  attacks  in  the  US  and  many 
other  places  around  the  globe.  It  is  be- 
lieved that  terrorism  is  taking  place 
with  the  support  of  transnational  organ- 
ized crimes  involved  in  money  laimder- 
ing  activities.  Indonesia  was  put  on 
the  negative  list  of  the  Financial  Action 
Task  Force  (FATF)  on  Money  Launder- 
ing as  one  of  the  few  coimtries  whose 
anti-money  laundering  law  is  still 
weak.  The  Indonesian  government  en- 
acted tougher  rules  and  regulations 
on  money  laundering  due  to  external 
pressures.  Until  October  2003,  the  In- 
donesian Central  Bank  reported  291 
suspicious  transactions  amounting  to 
Rp  4.2  trillion. 

Cybercrimes  and  their  linkage  with 
terrorism  have  become  serious  cause 
for  concern  all  over  the  world.  This  can 
take  place  in  the  forms  of  electronic 
frauds  and  transaction,  communication 
and  information  technology  related 


TRANSNATIONAL  SECURnr  THREATS  (Subianto) 

crimes,  crimes  using  the  internet  for 
various  purposes,  computer-related 
crimes  such  as  hacking  and  cracking 
an  operating  system,  as  well  as  violation 
of  property  rights.  In  this  regard,  lack 
of  law  enforcers  with  adequate  know- 
ledge about  electronic  criminals  and 
the  willingness  of  Indonesia  courts  to 
try  perpetrators  have  made  Indonesia 
a  fertile  ground  for  cybercrimes. 

All  those  new  types  of  transnational 
organized  crime  clearly  suggest  that 
Indonesia  should  improve  its  own  abil- 
ity if  she  is  to  deal  with  those  new  se- 
curity challenges,  along  with  other 
forms  of  transnational  security  prob- 
lems, such  as  illegal  fishing,  logging 
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and  piracy.  Certainly,  while  some 
would  argue  that  those  new  problems 
do  not  pose  an  immediate  threat  to 
the  survival  of  the  state,  yet,  they  may 
harm  the  very  safety  and  security  of 
the  people.  In  the  end,  it  will  certainly 
affect  the  overall  state  of  security  in  In- 
donesia. To  avoid  a  devastating  effect 
of  those  new  types  of  transnational 
threats  to  our  security  will  certainly  re- 
quire more  attention,  priority,  political 
will,  and  adequate  resources.  Interna- 
tional co-operation,  along  with  a  better 
national  co-ordination  in  forming  an 
effective  policy  and  strategy  is  perhaps 
a  key  to  our  success  in  overcoming 
those  new  threats. 


Indonesia  and  The  New  Regionalism 


C.P.F.  Luhulima 


INDONESIA  was  one  of  the  found- 
ers of  the  Association  of  Southeast 
Asian  Nations  (ASEAN).  Their 
first  objective  of  regional  cooperation 
is  to  reconcile  intra-regional  strife, 
which  characterized  Southeast  Asia 
at  the  time  in  the  form  of  border  and 
territorial  disputes,  ethnic  conflicts 
and  animosities,  religious  prejudices, 
and  the  fear  of  smaller  states  of  the 
bigger  states.  Second  is  to  manage  and 
create  a  Southeast  Asian  regional  order 
on  the  basis  of  the  social  and  eco- 
nomic systems  of  each  member  coun- 
try and  "the  territorial  status  quo." 
Both  goals  are  to  be  achieved  by  way 
of  a  third  goal,  which  is  to  speed  up 
"the  economic  growth,  social  progress 
and  cultural  development  in  the  re- 
gion". This  goal  is  indeed  more  pro- 
nounced than  the  goal  to  "promote  re- 
gional peace  and  stability". 

Nonetheless,  ASEAN's  founding 
fathers  were  confident  that  economic 
and  social  development,  on  the  one 
hand,  and  peace  and  stability  on  the 
other,  were  tightly  linked.  This  link- 
age was  expressed  time  and  again  in 
their  speeches  and  in  the  agreements 


they  signed  since  the  Association's 
establishment.  They  are  further  deter- 
mined, and  this  is  their  fourth  goal, 
"to  ensure  their  stability  and  security 
from  external  interference  in  any  form 
or  manifestation"  and  to  "preserve 
their  national  identities  in  accordance 
with  the  ideals  and  aspirations  of 
their  peoples". 

From  the  very  start  the  founding 
fathers  never  m.eant  for  ASEAN  to 
become  an  independent  variable.  Na- 
tional independence,  sovereignty,  free- 
dom and  non-interference  were  to 
prevail  over  their  endeavors  of  region- 
alization.  On  8  August  1967  Mr.  Raja- 
ratnam,  Singapore's  foreign  minister 
at  the  time,  told  his  colleagues  that 
ASEAN  foreign  ministers  should  not 
only  think  of  their  national  interests, 
but  that  they  should  weigh  them 
against  regional  interests.  "That  is  a 
new  way  of  thinking  about  our  prob- 
lems." They  are  "two  different  things", 
he  continued,  "and  sometimes  they 
can  conflict.  ...  We  must  accept  the 
fact  ...  that  regional  existence  means 
painful  adjustments  to  those  practices 
and  thinking  in  our  respective  coun- 
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tries.  If  we  are  not  going  to  do  that, 
then  regionalism  remains  a  Utopia." 

ASEAN  as  a  regional  organizat- 
ion should  be  approached  in  an  ex- 
plorative way,  to  be  accessed  by  way 
of  the  "lowest-common-denominator" 
approach,  on  the  basis  of  deliberations 
and  agreement  on  one  comfortable 
denominator  before  moving  towards 
higher  forms  of  cooperation  compris- 
ing multiple  denominators. 

From  the  very  beginning  ASEAN's 
"problem-solving"  approach  refers 
to  the  neo-realist  stance  of  perpetuating 
the  fundamental  principles  of  "mutual 
respect  for  the  independence,  sover- 
eignty, equality,  territorial  integrity 
and  national  identity  of  all  nations" 
and  the  "non-ij\terference  in  the 
internal  affairs  of  one  another,"  prin- 
ciples that  were  rendered  sacrosanct 
by  the  Treaty  of  Westphalia  of  1648 
and  continued  to  be  emphasized  very 
strongly  in  the  ASEAN  Security  Com- 
munity Concept  of  2003:  "Sovereign 
equality,  non-interference,  territorial  in- 
tegrity, national  identity,  shared  re- 
sponsibility and  peaceful  co-operation 
for  mutual  benefit  among  nations  in 
Southeast  Asia." 

This  neorealist  stance  has  pro- 
duced ASEAN's  exclusive  nature 
which  has  limited  its  interaction  with 
its  own  citizens.  Globalization  and  the 
unrelenting  spread  of  information  and 
communication  technologies  have  con- 
fronted the  state-actors  with  a  host  of 


non-state  actors  with  their  various 
views  of  the  character  of  the  modern 
state  and  who  have  emancipated  them- 
selves from  the  hegemony  of  the  state. 
They  have  demanded  the  state  to  un- 
bundle itself  further,  to  reorganize  it- 
self further  and  to  assume  different 
functions  to  enable  them  to  contribute 
and  together  shape  new  modes  of  gov- 
ernance and  networks.  "Focusing  on 
governance  and  networks  makes  it 
possible  to  not  only  transcend  the 
narrow  focus  on  'governance'  but  also 
to  include  informal  and  private  aspects 
of  governance  and  networks  into  the 
same  framework"  argued  Fredrik  Soder- 
baum  in  2002. 

This  shift  of  focus  from  states-led 
regionalism  to  modes  of  regionalist 
governance  and  regional  networks 
has  started  to  "dominate"  the  con- 
temporary global  political  economy. 
Mainstream  regional  integration  the- 
ories still  neglect  the  rise  and  import- 
ance of  the  role  on  non-state  actors 
in  contemporary  regionalization.  The 
"top-down"  approach  of  the  convent- 
ional regionalism  with  its  emphasis 
on  the  decisions  and  actions  of  state 
actors  and  authorities  still  determines 
the  shape,  size  and  agenda  of  regional 
cooperation.  In  the  neo-realist  view  it 
is  the  state  that  can  determine  various 
forms  of  regional  cooperation. 

The  new  regionalism  approach 
starts  from  the  proposition  that  con- 
temporary regionalism  is  a  qualitat- 
ively new  phenomenon,  taking  place 
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in  "a  new  context  and  with  a  new 
con-tent."  The  new  regionalism  is  a 
product  of  current  world  transform- 
ation brought  about  by  globalization 
and  the  irreversible  development  and 
distribution  of  information  and  com- 
munication technologies.  Globalization 
and  the  new  regionalism  are  very 
closely  connected,  and  should  hence 
be  placed  within  the  same  framework 
shaping  the  emerging  world  order. 

In  contrast  to  the  problem-solv- 
ing approach  with  its  more  or  less 
fixed  and  static  definitions  of  regions 
and  states,  the  new  regionalism  ap- 
proach is  more  eclectic,  more  con- 
cerned with  the  processes  and  conse- 
quences of  regionalization  in  various 
fields  and  levels  of  activity  (i.e.,  the 
processes  through  which  regions  are 
produced  in  the  first  place).  By  no 
means  will  regions  become  unitary, 
homogeneous  or  discrete  units.  Instead 
there  are  many  varieties  of  regional 
subsystems  with  different  degrees 
of  "regioimess".  There  are  no  "natural" 
or  "given"  regions,  but  they  are 
"constructed,  deconstructed  and  re- 
constructed — intentionally  or  non-in- 
tentionally —  in  the  process  of  global 
transformation,  by  collective  human 
action  and  identity  formation." 

The  new  regionalism  is  thus  a 
"heterogeneous,  comprehensive,  mul- 
tidimensional phenomenon,  taking 
place  in  several  sectors  and  often 
'pushed'  (or  rather  constructed)  by 


a  variety  of  state,  market,  society  and 
external  actors  both  within  and  out- 
side formal  regional  organizations. 
We  are  experiencing  regionalization 
at  various  speeds  in  various  sectors 
as  well  as  regionalization  and  de- 
regionalizaiion  occurring  at  the  same 
time." 

ASEAN,  as  a  regional  organizat- 
ion, has  been  very  slow  in  recogiuzing 
and  involving  the  non-state  actors  in 
its  decision-making  processes.  Indeed, 
since  the  mid-1990s,  non-state  actors 
have  increased  in  importance  to  the 
regionalization  process  in  ASEAN. 
Dajin  Peng,  for  instance,  points  to  the 
regional  production  networks,  ethnic 
business  network,  particularly  the 
overseas  Chinese  business  networks, 
and  a  range  of  sub-regional  economic 
zones  which  make  the  informal 
regionalization  process  possible  in  the 
East  Asian  region.  The  new  regional- 
ism thus  focuses  more  on  processes 
rather  than  on  structures.  It  sometimes 
elects  a  structural  alternative  as  a  stra- 
tegy to  achieve  its  objectives,  but  as 
Allan  Wallis  argued,  "its  main  focus 
is  on  processes  such  as  visioning,  stra- 
tegic planning,  resolving  conflict  and 
building  consensus",  although  build- 
ing consensus  has  always  been  the 
basic  pattern  of  activity  in  ASEAN. 

In  ASEAN,  the  initiation  of  the 
non-actors  networks  has  been  prim- 
arily conducted  by  the  ASEAN  In- 
stitute of  Strategic  and  International 


Studies  (ASEAN-ISIS),  which  promotes 
the  interaction  between  the  elite  and 
intellectuals  in  the  region.  The  other 
regional  non-state  actor  is  the  ASEAN 
Chambers  of  Commerce  (ASEAN-CCI). 
ASEAN,  however,  relies  more  on  the 
national  CCIs  to  represent  ASEAN's 
economic  endeavors.  The  involvement 
of  large-scale  entrepreneurs  in  ASEAN's 
economic  activities  is,  however,  not 
shared  by,  particularly  in  the  case  of 
Indonesia,  the  small  and  medium-scale 
enterprises  (SMEs).  Hence,  many  repre- 
sentatives of  Indonesia's  SMEs  com- 
plained that  the  regional  economic  initi- 
atives benefit  the  conglomerates  rather 
than  the  SMEs. 

The  involvement  of  ASEAN-ISIS 
and  ASEAN-CCI  in  the  ASEAN  pro- 
cess has  raised  complaints  by  local 
NGOs  who  feel  like  being  set  aside  by 
the  high-profile  ASEAN  establishment. 
First  and  foremost  is  that  ASEAN  is 
primarily  seen  as  an  executive  club 
of  foreign  ministers,  protected  by  the 
ASEAN  Standing  Committee  in  such 
a  way  that  it  mostly  act  as  an  ASEAN 
Standing-in-the-way  Committee.  This 
tradition  has  frequently  compro- 
mised ASEAN-ISIS  and  ASEAN-CCI 
as  non-state  actors  in  their  activities 
to  broaden  the  scope  of  ASEAN  and 
involvement  of  other  NGOs  and  civil 
society  in  ASEAN.  Their  close  coop- 
eration with  the  state  actors  has  given 
the  impression  that  both  organizat- 
ions are  close  allies  of  the  ASEAN 
state  actors  rather  than  organizations 


designed  to  balance  the  states'  influ- 
ences and  in  the  process  promote  the 
new  regionalism  pushing  a  variety  of 
state,  market,  civil  society  as  well  as 
external  actors. 

The  ASEAN  People  Assembly  (APA) 
in  Batam  in  2002  and  in  Bali  in  2003 
were  attempts  by  ASEAN  ISIS,  and 
organized  by  CSIS,  to  involve  the  state 
and  broader  sections  of  civil  society 
in  ASEAN's  second-track  or  non-state 
actors'  activities.  M.R.  Sukhumband 
Paribatra,  Member  of  Parliament  from 
Thailand,  was  very  assertive  in  his 
opening  address  at  the  Second  APA, 
when  stating  that  "APA  must  and  can 
act  as  a  spearhead.  It  can  be  in  the 
forefront  of  civil  society's  efforts  to 
enhance  the  scope  and  quality  of  re- 
gional cooperation.  It  must  and  can 
help  inspire  ASEAN  officialdom  to 
adopting  the  human  agenda  as  a 
priority  and  to  help  ensure  that 
ASEAN  becomes  a  true  community." 
He  also  stated  that  "civil  society  must 
provide  the  inspiration  to  move 
ASEAN  cooperation  towards  a  more 
human-centered  and  -oriented  agenda. 
...  The  human  dimension  should  be 
the  focus  of  regional  cooperation  and 
national  governance." 

Indonesia  should  urge  for  making 
the  people  the  centre  stage  in  the 
ASEAN  community  building  process  , 
away  from  the  exclusive  emphasis 
on  survival  and  stability  of  the  nation- 
state  in  the  Westphalia  tradition,  and 
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for  constructing  the  parameters  of  the 
human  rights,  human  security  and 
human  development  in  ASEAN's  new 
regionalism.  Such  a  shift  is  not  widely 
accepted  as  yet.  Respect  for  national 
sovereignty,  non-interference,  terri- 
torial integrity,  shared  responsibility 
arid  peaceful  cooperation  for  mutual 
benefit  among  nations  in  Southeast 


Asia  is  still  "the  most  important  norms 
of  ASEAN. 

Indonesia's  non-state  actors  will 
have  to  continue  urging  for  wider 
acceptance  of  human  rights,  human 
security  and  human  development  in 
the  region  in  the  context  of  nurturing 
the  new  regionalism. 
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Foreign  Policy  Challenges 

Bantarto  Bandoro 


INTERNATIONAL  relations,  de- 
fense, and  foreign  policy  are  not 
a  dominant  issue  in  the  election. 
They  are  less  important  to  voters  than, 
for  example,  the  domestic  economy,  so- 
cial security,  education,  law  enforce- 
ment, eradication  of  corruption  etc.  The 
public  and  the  contestants  do  not  seem 
to  care  about  all  these  "international" 
things. 

Nevertheless,  the  foreign  policy 
community  is  interested  to  know  the 
views  of  the  presidential  candidates. 
Whoever  will  lead  the  country,  he/she 
must  proceed  on  the  assumption  that 
Indonesia  will  continue  to  face  multi- 
diinensional  problems.  Our  foreign 
policy  after  the  2004  election  should 
be  designed  and  executed  within  such 
a  framework. 

The  current  government  has  been 
trying  its  utmost  to  improve  the  coun- 
try's domestic  situation  and  interna- 
tional image.  But  Indonesia's  interna- 
tional diplomacy  maneuvers  have,  so 
far,  been  of  little  significance  to  the  so- 
lution of  our  domestic  problems.  This 
is  not  to  deny  that  Indonesia  has 
maintained  the  basic  tenets  of  its  for- 
eign policy,  that  is,  an  independent 


and  active  foreign  policy.  This  is  un 
likely  to  change  with  a  change  in  na- 
tional leadership. 

We  can  confidently  list  the  most  in- 
fluential issue  in  the  external  environ- 
ment of  Indonesia  after  2004.  The 
promotion  of  human  rights  and  demo- 
cracy and  the  global  fight  against  ter- 
rorism, among  other  things,  will  de- 
finitely be  on  the  international  agenda. 
In  the  future,  the  government  will  have 
to  become  more  active  in  promoting 
democracy  here  and  in  initiating  more 
policy  measures  with  regard  to  terror- 
ism. On  the  latter,  the  government  has 
to  be  cautious  in  its  policy  implement- 
ation so  as  not  to  create  the  impression 
that  the  policy  is  being  targeted  to- 
ward certain  domestic  groups.  How- 
ever, one  must  not  accept  the  idea  that 
our  foreign  policy  outlook  is  domin- 
ated ordy  by  those  trends. 

As  foreign  policy  is  indeed  an 
instrument  to  promote  and  articulate 
our  national  interests  abroad,  our  for- 
eign policy  after  the  2004  election 
must  be  built  upon  pragmatic,  realistic 
and  rational  thoughts.  These  should 
then  be  translated  into  a  foreign  pol- 
icy agenda  that  is  oriented  toward 
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overcoming  our  domestic  problems. 
Thus,  the  next  President  must  under- 
stand the  importance  of  international 
linkages  in  the  solution  of  our  dom- 
estic problems. 

Perhaps  the  most  important  mat- 
ters to  be  included  in  the  foreign  pol- 
icy agenda  of  the  next  government  are: 

(1)  full  restoration  of  economic  stability; 

(2)  reduction  in  the  tendency  toward 
disintegration;  (3)  the  search  for  altern- 
ative external  sources  for  our  long- 
term  development;  particularly  since 
we  are  no  longer  under  the  IMF  pro- 
gram; (4)  restoration  of  our  interna- 
tional image;  and  (5)  restoration  of 
public  order  and  security.  These  are  all 
important  if  Indonesia  is  to  attract 
more  foreign  investment. 

The  future  foreign  policy  agenda 
must  be  a  reflection  of  a  national  com- 
mitment to  tackle  effectively  our  dom- 
estic problems.  But  such  a  policy 
agenda  would  be  considered  reliable, 
acceptable  and  qualitatively  good  only 
if  it  were  comprehensive  in  scope, 
realistic  and  modest  in  its  objectives 
and  reflected  the  country's  long-term 
needs. 

What  we  need  beyond  2004  is  per- 
haps a  stronger  sense  that  what  hap- 
pens inside  the  country,  as  well  as  in 
our  immediate  region,  affects  our 
destiny  too.  Thus,  our  foreign  policy 
must  not  only  be  focused  on  our  po- 
litical existence  and  credibility  in 
handling  national  and  international 


problems,  but  also  our  commitment 
to  be  an  integral  part  of  international 
collaboration  in  establishing  a  more 
secure  and  stable  international  envir- 
onment. There  needs  to  be  a  balance 
between  our  commitment  to  fulfill 
our  domestic  needs  and  the  imperative 
to  be  an  active  member  of  the  inter- 
national community. 

Our  foreign  policy  is  not  only  about 
the  economy.  Indonesia's  foreign 
policy  should  convey  the  message  that 
we  are  doing  our  best  to  strike  the 
balance  between  democracy,  respect 
for  human  rights  and  security  and  eco- 
nomic development. 

The  world  is  now  experiencing 
a  transformation  of  human  civilization 
and  rapidly  progressing  towards  a 
new  order  based  on  shared  values  of 
democracy,  human  rights  and  liberal 
market  economics.  All  this  is  especi- 
ally true  after  the  invasion  of  Iraq. 

With  the  increasing  complexity  of 
international  relations  and  the  prob- 
lems we  might  face,  there  must  be  a 
major  change  in  the  way  we  manage 
our  international  relations.  In  con- 
ducting international  diplomacy,  the 
new  government  will  have  to  look  for 
every  possibility  offered  by  multi- 
lateralism to  promote  our  national  and 
global  interests.  A  two-pronged  stra- 
tegy, involving  multilateral  and  bil- 
ateral/regional efforts,  must  be  em- 
ployed. 
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There  must  be  a  broad  under- 
standing and  a  national  consensus 
that  peace,  stability  and  prosperity  at 
home  depend  largely  on  developments 
outside  and  we  must  try  to  influence 
those   developments  by  mobilizing 


whatever  resources  are  available. 
National  policies  can  no  longer  be  ef- 
fective if  they  do  not  relate  to  an 
international  framework.  To  be  able 
to  do  this  effectively  is  perhaps  our 
biggest  challenge. 
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